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House Bi'l 278 
Sponsor Statement

"An Act relating to the Alaska Municipal B ond  Bank Authority; 
permitting the Alaska Municipal Bond E mk Authority or a 
subsidiary o f the authority to ass is t  state and municipal 
governmental employers by issuing bonds and other commercial 
paper to enable the governmental employers to prepay all or a 
portion of the governmental employers ’ sha res  o f the unfunded 
accrued  actuarial liabilities o f retirement system s and authorizing 
governmental employers to contract with and to issue oonds, 
notes, or commercial paper to the authority or its subsidiary 
corporation for that purpose ; and providing for an effective date .”

HB 278 authorizes the Alaska Municipal Bond Authority to consider 
issuing pension obligation bonds (POBs) at the request of the state or a 
municipal governmental employer. POBs are a proven and acceptable 
tool to mange pre-existing liabilities for state and local pensions. Bond 
market participants are receptive to POBs, including bond insurers, 
rating agencies and investors.

HB 278 expands the authority of the Alaska Municipal 3ond Authority to 
support the state or a municipality that wishes to include POBs in their 
strategy to reduce the cost of meeting unfunded pension liabilities.

This bill does not authorize any debt instruments to be issued. The state 
or a municipality would need to take a separate specific action to utilize 
this new ability of the Municipal Bond Bank Authority.
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Fact Sheet for House Sill 278

Short Title: HB 278 Retirement System Bonds 

Current Version: HB 278

Staff Contact: Juli Lucky or Paulyn Swanson 465-4949 

Summary:
> Authorizes the Alaska Municipal Bond Bank Authority to issue 

pension obligation bonds that assist state and municipal 
governmental employers to finance the payment of all or a 
portion of their actuarial pension liability.

Benefits:
> Properly planned and executed, pension obligation bonds 

(POBs) can lower the cost of funding the past service cost 
component of public pension liabilities.

> If the state wide unfunded past service liability were bonded, 
savings of approximately $1.5 billion in present value dollars 
could be realized.

> This bill is needed to empower public entities with ihe ability to 
determine if POBs are an appropriate component of their fiscal 
strategy.

Background :
The combined tote! unfunded liability of the Public Employees' 
Retirement System (PERS) and the Teachers’ Retirement System 
(TRS) is approaching $6 billion. This liability includes unfunded 
pension and post-employment healthcare benefits.

POBs are a financing mechanism to minimize the cost funding oension 
obligations by borrowing at a lower rate of interest than the bond 
proceeds earn after being deposited in the pension fund. POBs must 
be carefully structured and may not be appropriate for all employers, 
however they should be an option for those public enti'.ies who wish to 
con s is t them.
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Fact Sheet for Mouse Bill 278

Short Title: h'B 278 Retirement System Bonds 

Current Version: HB 278

Staff Contact: Juli Lucky or Paulyn Swanson 465-4949 

Summary:
> Authorizes the Alaska Municipal Bond Bank Authority to issue 

pension obligation bonds that assist state and municipal 
governmental employers to finance the payment of all or a 
portion of their actuarial pension liability.

Benefits:
> Properly planned and executed, pension obligation bonds 

(POBs) can lower me cost of funding the past service cost 
component of public pension liabilities.

> If the staie .vide unfunded past service liability were bonded, 
savings of approximatelv $ i,5  billion in present value dollars 
could be realized.

y This bill is needed to empower public entities with the ability to 
determine if POBs are an appropriate component of their fiscal 
strategy.

Background :
The combined tola I unfunded liability of the Public Employees' 
Retirement System (PERS) and the Teachers’ Retirement System 
(TRS) is approaching $6 billion. This liability includes unfunded 
pension ana post-employment healthcare benefits.

POBs are a financing mechanism to minimize the cost funding pension 
odigations by borrowing at a lower rate of interest than the bond 
proceeds earn after being deposited in the pension fund. POBs must 
be carefully structured and may not be appropriate for all employers, 
however they should be an option for those public entities who wish to 
consider them.
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To: Representative Paul Seaton, Chair 
House State Affairs Committee

From: Representative Mike Hawker

Date: January 25, 2005

Re: House Bill 278 -  proposed amendment

The House State Affairs Committee requested that my office prepare 
an amendment to House Bill 278 to allow smaller con.munities to join 
together to take advantage of pension obligation bonds. Upon 
discussion with Legislative Legal Counsel, we learned that AS 
29.35.010(13) authorizes municipalities to enter into cooperative 
agreements.

Sec. 29.35.010. General powers.

All municipalities have the following general powers, 
subject to other provisions of law:

(13) to enter into an agreement, including an agreement 
for cooperative or joint administration of any function or 
power with a municipality, the state, or the United 
States;

Therefore, it is their belief that we do not need additional permissive 
language in this statute to allow municipalities to enter into 
cooperative agreements for pension obligation bonds.
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Merrill Lynch Response to Question from 
House State Affairs Committee Hearing on January 17,2006

Overview
During the House State Affairs Committee hearing on Tuesday, January 17, 2006, a question 
was raised regarding the impact o f pension obligation bonds on the 5% employer contribution 
rate growth cap that is currently in place for annual PERS contribution rates. As described in 
more detail below, Merrill Lynch believes that pension obligation bonds can be structured 
such that the effect o f the current 5% cap on the growth in employer contribution rates for 
PERS remains in place. In fact, pension bond issuers have quite a bit o f latitude in how they 
structure debt service repayment features, as we highlight in two Oregon examples below.

Detailed Description
In the pension obligation bond numbers that Merrill Lynch included and presented in the 
Thursday, January 12, 2006 House State Affairs Committee hearing, potential PERS savings 
were calculated by taking the difference between two cases:

• No Action Case: Total expected employer payments including the 5% growth cap 
assuming no pension obligation bonds were issued.

■ Pension Bond Case: Total expected employer payments assuming pension obligation 
bonds were issued and the debt service from these bonds replace the expected past 
service rate payments that employers would have to pay i f  no bonds were issued.

In structuring the “ Pension Bond Case” , Merrill Lynch amortized the debt service such that 
the difference between the total expected employer contribution rates in the two cases listed 
above were approximately level over time. Therefore, because the “No Action Case” 
included the 5% growth cap in its total expected employer contribution rates and the “ Pension 
Bond Case" was structured around the “ No Action Case” , both cases result in limited and 
gradual growth in expected employer contribution rates over the first few years.

In order to create this type o f flexible and beneficial structure, issuers would have to defer 
bond debt service slightly such that payments would grow over time. This is not unusual for 
pension bond financings; in fact, we have included on the following page the debt service 
structures from two pension financings in Oregon which had growing debt service structures 
yet received solid A and AA category ratings from Moody’s and Standard and Poor’s (two o f 
the largest and most respected bond rating agencies). That said we would caution against 
deferring debt service too aggressively, and would recommend mat pension bond issuers limit 
debt service growth to the expected employer payments growtl that would have likely 
occurred had pension bonds not been issued.

Conclusion
Merrill Lynch believes that the debt service from pension obligation bonds can be structured 
such that the effect o f the current 5% cap on the growth in employer PERS contribution rates 
remains in place. Issuers have latitude in how they structure pension bond debt service 
payments, and rating agencies have accepted growing debt service structures provided the 
growth is similar to expected employer payments had no pension bonds been issued. We 
would be happy to answer any questions regarding this memo or regarding the numbers that 
we provided to the House State Affairs Committee Hearing on Thursday, January 12,2006.



Examples of Pension Bond Financings with Deferred Debt Service Schedules

Oregon School 
Boards Association 

Series 2003 
Period Ending Rating: A11AA-

6/30/2004
6/30/2005
6/30/2006
6/30/2007
6/30/2008
6/30/2009
6/30/2010
6/30/2011
6/30/2012
6/30/2013
6/30/2014
6/30/2015
6/30/2016
6/30/2017
6/30/2018
6/30/2019
6/30/2020
6/30/2021
6/30/2022
6/30/2023
6/30/2024
6/30/2025
6/30/2026
6/30/2027
6/30/2028

Total:

$35,756,937
34.187.709
47.702.709
49.772.709
53.287.709
55.537.709
59.362.709
61.792.709
66.212.709
69.352.709
73.382.709
76.792.709
81.147.709
84.857.709
89.632.709
93.677.709
98.897.709

103.292.709
108.967.709
113.722.709
119.907.709 
125,052,932 
131,434,504 
136,684,252
65,532,168

$2,035,949,973

State of Oregon 
Series 2003 

Rating: Aa3 / AA-
$69,609,411
118.764.872
118.764.872
120.819.872 
125,951,811 
131,305,329 
136,884,719 
142,704,344 
148,769,082 
155,090,876 
161,681,978 
168,555,022 
175,719,621 
183,188,600 
190,970,172 
199,086,967 
207,548,485 
216,370,191 
225,567,942 
235,152,696 
245.145,513 
255,567,300 
266,429,051 
277,749,421

$4,277,398,147
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ALASKA MUNICIPAL LEAGUE

RESOLUTION #2006 -02  

A RESOLUTION URGING THE STATE TO PROVIDE FOR A 
STATUTORY MAXIMUM EMPLOYER CONTRIBUTION RATE AND 

ALLOW  EMPLOYERS THE OPTION OF REFINANCING THEIR 
PERS/TRS DEBT

WHEREAS, the State of Alaska created the Public Employees Retirement 
System (PERS) in 1962 to provide a retirement system for state and 
participating municipal employees; and

W HEREAS , many cities and boroughs have participated in PERS for 
many years; and

WHEREAS, the basic premise of a defined benefit pension plan is thai 
employer and/or employee contributions are invested by the plan 
administrator in accord with sound actuarial principles so that adequate 
funds are available for retiree pensions and health care benefits; and

WHEREAS, the PERS system is seriously underfunded on a statewide 
basis; the plan s assets are roughly equal to only 70% of the projected 
plan expenses; and

W HEREAS , in response to the underfunding, PERS administrators have 
indicated that the employer PERS contribution rate will increase by 5% 
compounded annually every year for many years; and

W HEREAS , this past March, the Senate Finance Committee of the Alaska 
Legislature found the following reasons for PERS underfunding:

• Inaccurate assumptions
• Historical understatement of system liabilities
• Rising health costs
• 3-year “bear" market downturn
• Declining interest rates
• Unfavorable demographic changes
• Timing of the recognition of market losses
• Artificially low contribution rates in good times
• Legislation that has increased benefits
• Awarding of Post Pension Retirement Adjustments

W HEREAS , by passage of Senate Bill 141, the State has taken a 
significant step towards a long-term resolution of the statewide PERS 
shortfall; effective July 1, 2006, the existing defined benefit plan will 
become a defined contribution plan for employees hired on or after that

A M L  R E S O L U T I O N



date; under a defined contribution plan the liability of the employer is 
limited to making contributions; and

WHEREAS, all municipalities and local taxpayers face eventual fiscal 
calamity as the employer rate increases by 5% of total salaries paid per 
year; and

WHEREAS, establishing a maximum employer PERS rate will enable 
municipalities to afford to continue to provide essential public services; 
and

WHEREAS, the State government has vastly superior revenue resources 
compared to municipal governments; and

WHEREAS, statutory changes to allow municipalities and the state to 
refinance the existing debt could potentially save several percentage 
points of interest charges each year.

NOW, THEREFORE BE IT RESOLVED that the Alaska Municipal League 
agrees to the following:

• To avoid penalizing local taxpayers and students, the PERS 
statutes should be amended to provide for a maximum 
employer contribution rate of 20%, with any amount above 
20% to be paid by the State, as part of the changes to 
resolve the plan underfunding.

• That the State allow employers the option of refinancing their 
existing PERS/TRS debt in order to use financing methods 
that are available at a rate lower than 8.25%.



FISCAL NOTE
STATE OF ALASKA
2006 LEGISLATIVE SESSION

Revision Date/T im e (Note if correction):____________________
Title Alaska Municipal Bond Bank Borrowing Authority

Dept Affected:
'RDU

F is c a l  N o te  N u m b e r :

Bill V e r s io n :

() P u b l i s h  D a te ;

HB 278

Revenue

Sponsor
Requester

Component Alaska Municipal Bond Bank

E x p e n d i t u r e s / R e v e n u e s

Component No. 

(Thousands of Dollars)

121

Note: Amounts do not include Inflation unless otherwise noted below.
OPERATING EXPENDITURES TY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

25.0
7.040.0 40.0 4b.'.' 40.0 40.0 40.0

TOTAL OPERATING 7,065.0 40.C 40.0 40.0 40.0 40.0

ICAPITAL EXPENDITURES | I I I I

ICHANGE IN REVENUES ( ) I I I I I I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
Bond Proceeds
Bond Bank Investment Earnings

7.000.0
65.0 40.0 40.0 40.0 40.0 40.0

TOTAL 7,065.0 40.0 40.0 40.0 40.0 40.0

Estimate of any current year (FY2006) cost:
Mark this box (X) if funding for this b<ll is included

POSITIONS

0.0
>r's FY 2007 budget proposal-n the Governc □

Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if  necessary)
The bill expands the ability of the A laska Municipal Bond Bank Authority (Bond Bank) to brrrow  m oney for 

loans to communities to include prepaying unfunded accrued actuarial liabilities of the retirement system.
The premis of undertaking th'~ type of transaction is providing communities with an efficient m eans of 
borrowing to fund their unfunded liability (assumed to be growing at 8 .25% ). The difference between the 
cost of capital and 8 .25%  is assum ed to provide financial releif to the community.

The fiscal note contemplates a transaction of considerable size, up to a billion dollars, occur in FY 2007 .
If there w as a delay, seven million of the dollars of the cost would shift to the year a transaction did occur. It 
is possible that there would be additional transactions in subsequent years with similar costs.

Contractual costs include rating agency fees, financial advisor, bond counsel, printing, cusip service, 
underwri ing, & other m iscellaneous costs. ________________

Prepared by: 
Division

Agency

Deven Mitchell Phone 465-3750
Alasks Municipal Bond Bank Authority

Dever Mitche'1

Date/Time 1/5/06 12:00 AM 

Date
A la s k a  M u n ic ip a l  B o n d  B a n k  A u th o r ity

(Rsvnad 9/7/2005 OMB) P age 1 o f 1



Municipal Taxable Pension Financings
2001-Present

Sale Date Issuer Is iu o  Description Sartea State Par ($m m )

1221/05 Pomona City-Califomia Pension Obligation Ref Bonds Senes 2006 AR CA 36 205
12/20/05 Clare-Pleasant Comm Sch Corp GO Pension Bonds Senes of 2005 IN 4 000
12/15/05 Evansville-Vanderburgh Schl Bldg Corp GO Pension Bonds Series of 2005 IN 18 000
12/06/05 Bell Public Finandng Authonty Pension Revenue Bonds Senes 2005 CA 9 225
11 /22/OS Beaver Co-Pennsylvania Taxable GO Pension Bonds Series of 2005 PA 1 3 6 7 5
11/16/05 Brockton City-Massachu^tts General Obligation f  inds MA 101 515
11/16/05 Solano Co-Callfomli Pension Funding Bonds Senes 2005 CA 42 385
11/09/05 Duquesne City-Pennsytvanla General Obligation Pension Bonds Series B of 2005 PA 5 8 4 5
11/08/05 Paducah Clty-Kentucky GO Pension Tax Bonds Senes 2005 KY 3.160
11/01/05 Richmond City-Califomia Taxable Pension Funding Bonds Series 2005 CA 114 995
10/27/05 Syracuse City-New York Pension Obligation Bonds Series 2005 D NY 3 862
10/18/05 Dracut Town-Massachusetts Pension Obligation Bonds MA 2.175
10/01/05 Moraga-Orinda Fire Dt Taxable Pension Obligation Bonds Series 2005 CA 2 8 4 3 5
10/01/05 San Bernard'TO City-Califomia Taxable Pension Obligation Bonds CA 50 401
09/14/05 Oregon Local Governments Limited Tax Pension Obligations Series 2005 OR 186 945
08/18/05 Inglewood City-Calitomia Taxable Pension Oblig Bonds 2005 Series C CA 6.135
08/18/05 Inglewood City-Califomia i unslon Obligation Bonds 2005 Series A&B CA 58 851
08/18/05 Miami Beach-Florida Special Obligation Ref Bonds Series 2005 FL 53 030
08/17/05 Oceanside City-Califomia Pension Obligation Bonds Series 2005 CA 42 760
08/03/05 Erie Co (Tonawanda) SO School Dt PensiC' Sys BANS Series 2005 NY 1.210
08/02/05 ,4ew Castle City-Pennsylvama General Obligation Bonds Senes of 2005 PA 7 9 9 0
07/21/05 Contra Costa Fire Protect Dt Pension Obligation Bonds Series 2005 CA 129.900
06/21/05 uiverside City-Callfornia Pension Obligations onds 2005 Series A CA 30 000
06/15/05 California Statewide Comm Dev Au Pension Obligation Bonds 2005 Series A CA 20 635
06/14/05 Huntington Park City-California Pension Obligation Ref Bonds 2005 Senes A CA 2 3 0 5 0
06/14/05 Oregon School Boards Association Limited Tax Pension Bonds Series 2005 B OR 10.080
06/10/05 Oregon Community College Dt Ltd Tax Pension Obligations Series ?005 OR 57.835
06/08/05 Oregon Community College Dt Limited Tax Pension Oblig Senes 2005A OR 458 440
06/0 05 Detroit City-Michigan Certificates of Participation Series 2005B Ml 800 000
05/25/05 Detroit City-Michigan Certificates of Participation Series 2005A Ml 640 000
04/14/05 Atlantic (Pleasantville) SD  BOE School Refunding Bonds Senes 2005 NJ 2 810
04/13/05 Fairfield City-Califomia Pension Obligation Ref Bonds Series 2005 A2 CA 11.830
04/11/05 Gutienberg Town-New Jersey Pension Refunding Bonds NJ 0.755
03/24/05 Denver City and Co SD  #  1 Certifica' s of Participation Series 2005 A CO 86 045
03/08/05 Houston City-Texas GO Pension Bonds Series 2005 TX 57 165
03/08/05 Monmouth Co (Howell Twp) BOE School Refunding Bonds Senes 2005 NJ 19 080
03/01/05 South Gaie City-Califomia Pension Obligation Ref Bonds Senes 2005 CA 24 400
02/24/05 Lockport-New York Pension System Bonds 2005 Series B NY 1 055
02/10/05 Riverside Co-Califomia Pension Obligation Bonds Series 2005A CA 400 000
01/20/05 Fairfield City-Califomia Pension Obligation Ref Bonds Series 2004A CA 8 920
01/20/05 Fairfield City-Califomia Pension Obligation Ref Bond- Senes 2004B CA 20 995
01/19/05 Dallas City-Texas GO Pension Bonds Series 2005 A.B.C TX 393 348
12/17/04 Pike Co School Corp GO Pension Bonds Series 2004 IN 6 2 0 0
12/10/04 Southeast Dubois Co Sch Bldg Corp 3 0  Pension Bonds Series of 2004 IN 4 5 9 0
12/09/04 Long Beach-New York Pension System FJonds 2004 Series B NY 0 6 9 5
12/07/04 Olean Town-New York Pension Bonds Series 2004 NY 0.571
12/07/04 Onondaga Co-New York General Obligation Pension Bonds Series 2004 NY 6 000
12/02/04 Dekalb Co (Dekalb) CU SD GO Pension Bonds Series of 2004 IN 6 1 5 0
12/02/04 Lake Central School Corp GO Pension Bonds Series 2004 IN 17.200
12/01/04 Bucks Co-Pennsylvania General Obligation Bonds Series of 2004 PA 8 5 2 3 0
12/01/04 Northeast Dubois Co Sch Bldg Corp General Obligation Pension Bonds Series of 2004 IN 4 405
11/30'04 Hamburg-New York Pension Serial Bond NY 0 164
11/23/04 Hanover Comm School Corp GO Pension Bonds Series 2004 IN 1.295
11/22/04 Hobart School City-lndiana GO Pension Bonds Series 2004 IN 2.680
11/19/04 Indiana Bond Bank School Severence Funding Bunds Series 8B IN 70 540
11/18/04 North Adams School Corp GO Pension Bonds Series 2004 IN 6 965
11/17/04 Minneapolis City-Minnesota GO Pension Bonds Series 2004 MN 4.740
11/17/04 Minneapolis City-Minnesota Pension Bonds Series 2004 MN 24.970
11 /10/04 Griffith Public Schools GO Pension Bonds Series of 2004 IN 5.050
10/28/04 Niagara Falls-New York Pension System *  al Bonds 2004 Series B NY 0.635
10/27/04 San Diego Metro Transit De v Bd Taxable Pension Obligation Bonds 2004 Series B CA 38 800

1



Municipal Taxable Pension Financings
"2 0 0 ; -Present

Sale Date Issuer Issue Description S* M Sta
10/21/04 L a c k a w a n n a - N e w  York Pension System B o n d s Series 2004 N Y

10/21/04 S a n  Diego Metro Transit D e v  B d Taxable Pension Obligation B o n d s 2004 Series A C A

10/13/04 Sacramento Metro Fire Dt Pension Funding Bonds Series 2 004 B 4 C C A

10/13/04 Sacramento Metro Fire Dt Pension Funding B o n d s Series 2 0 0 4 A C A

10/13/04 Syracuse City-New York Pension Obligation Bo n d s Series 2 004 G N Y

09/23/04 Fremont Community S c h o o l G O  Pension Bo n d s Series 2004 IN

09/15/04 C r o w n  Point C o m ,  n School Corp G O  Pension Bo n d s S e n e s  2004 IN

09/14/04 K a nkakee Valleyi chool Corp G O  Pension Bonds Serios 2004 IN

08/31/04 South Knox Schoo, Bldg Corp G O  Pension B o n d s Se n e s  2004 IN

08/24/04 N e w  Albany-Floyd Consl Sch Corp G O  Pension Bonds S e n e s  2 004 K S

08/23/04 L8ke Ridge Schools R e n o v  Corp G O  Pension Bonds Series of 2004 IN

08/05/04 E n e  C o  (Tonawanda) S D S D  Pension System B A N s Series 2 004 N Y

07/27/04 Carroll Co-Maryland Taxable Pension Funding B o n d s Series 2 0 0 4 M D

07/13/04 D e p e w  Village-New York Pension Serial Bonds N Y

07/01/04 North T o n a w a n d a  City S D S D  Pension System Serial B o n d s Senes 2 004 N Y

06/29/04 P o m o n a  City-Califomia Pension Obligation Ref Bo n d s Series A J  &  A K C A

06/28/04 S a n  Diego Co-California Pension Obligation Bonds Series 2 0 0 4 B 1 - B 2 C A

03/24/04 Sacrjrrento Co-California Taxable Pension Funding Bo n d s Series 2 004 C-1.2,3 C A

06/23/04 S a n  ,3 imardino Co-California Pension Obligation Bonds Series 2 0 0 4  B-2 C A

06/23/04 S a n  liemardino Co-California Pension Obligation Bonds Series 2 0 0 4  B-3 C A

06/23/04 S a n  Bernardino Co-Callfomia Pension Obligation Bonds Series 2 0 0 4  B-1, F C A

06/23/04 S a n  Bernardino Co-California Pension Obligation Bonds Series 2 0 0 4  C C A

06/22/04 Clinton Prairie S ch Bldg Corp G O  Pension Bo n d s Si,Ties 2004 IN

06/22/04 S a n  Diego Co-California Pension Obligation Bonds Series 2 0 0 4 A  &  C C A

06/17/04 South Coast Air Quality M g m t  Dt Pension Obligation Bonds Series 2 004 C A

06/17/04 Union City-Califomia Pension Obligation Bonds Series 2 004 C A

06/14/04 California Statewide C o m m  D e v  A u Pension Obligation Bonds 2004 Series A 1  &  A 2 C A

06/10/04 Solano Co-California Pension Funding Bonds S e n e s  2 0 0 4 A  &  B C A

06/09/04 S a n  Bernardino Co-California Pension Obligation Bonds Senes 2 0 0 4 A C A

06/04/04 Illinois Finance Authority R e v e n u e  B o n d s S e n e s  2 0 0 4 D IL

05/18/04 Syracuse City-New York Pension Obligation B o n d s S e n e s  2 0 0 4 C N Y

05/17/04 M S D  of Steuben C o Taxable G O  Pension Bonds Se n e s  2 0 0 4 IN

05/12/04 D u n m o r e  Boro-Pennsylvania G O  Pension Fu' ng B o n d s Senes of 2004 P A

05/12/04 Oregon Local Governments Pension Obligation B o n d s Seires 2 0 0 4 O R

05/05/04 Sayreville B o ro u g h - N e w  Jersey G O  Pension Refunding Bonds Series 2 004 N J

04/27/04 Msnville Borough-New Jersey Pension Refunding Bonds Series 2004 N J

04/06/04 Ne w a r k  City Housing Auth S pec Oblig Pension Ref B o n d s Series 2 004 N J

03/22/04 Fresno Co-Califomia Taxable Pension Obligation B o n d s 2 0 0 4  S e n e s  B C A

03/17/04 Allentown-Pennsylvania G O  Refunding Bonds Series of 2004 P A

03/10/04 Fresno Co-Califomia Taxable Pension Obligation B o n d s 2 004 Series A C A

02/26/04 Kansas Development Fin Auth R e v e n u e  Bonds Series 2 0 0 4 C K S

02/18/04 Middlesex C o - N e w  Jersey Pension Refunding Bonds S e n e s  2 0 0 4 N J

02/12/04 Pennington-New Jersey General Obligation Bonds Series 2 0 0 4 B N J

02/11/04 Oregon Community College Dt Ltd Tax Pension Obligation B o n d s Series 2 0 0 4 O R

02/06/04 Ore g o n  School Boards Association LTd Tax Pension Obligations Series 2 004 O R

01/22/04 Long B e a c h - N e w  York Pension Sys B o n d s Series 2 0 0 4 N Y

12/30/03 Orleans C o m m  School Corp G O  Pension Bonds Series 2 0 0 3 IN

12/18/03 Milwaukee City R e d e v  Auth Pension Funding Bonds 2 0 0 3  Series C  &  D W l

12/18/03 Milwaukee City R e d e v  Auth Pension Funding Bond* 2 003 Series C  &  D W l

12/16/03 Calumet Co-Wisconsin Taxable G O  Promissory Notes W l

12/12/03 Westchester C o - N e w  York Pension Bo n d  Anticipation Notes Series 2 0 0 3 B N Y

12/10/03 Wisconsin G e n  F u n d  Appropriation 8onds S e n e s  2 0 0 3  B W l

12/10/03 Wisconsin G e n  F und Appropriation Bonds Series 2 0 0 3  A W l

12/10/03 Wisconsin G e n  F u n d  Appropriation Bonds Series 2 0 0 3  B W l

12/10/03 Wisconsin G e n  F und Appropriation Bonds Series 2 0 0 3  A W l

12/09/03 Shelbyville Central Schools G O  Pension Bonds Series 2 0 0 3 IN

12/04/03 Indiana Bond Bank School Severance Funding B o n d s Series 5-A IN

12/04/03 Rockville C o m m  School Bldg Corp G O  Pension Bonds Series 2 003 IN

12/04/03 Suffolk C o - N e w  York Pension Obligation Bonds Series 2 0 0 3 N Y

10/30/03 Orlando Utilities Commission Wtr &  Electric R e v  Pension BcncJs Series 2 0 0 3 T F L

10/29/03 M e t uchen-New Jersey Pension Refunding Bonds Series 2 0 0 3 N J

0 6 8 0  
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Municipal Taxabta Pawilon Financings
1 2001-Pn»»ant

Said Oats Issuer Issue Description S e tiM State Par (Smm)

10/28/03 Oregon GO Pension Bonds carles 2003 OR 2083.960
10/10/03 Naugatuck Boro-Connecticut GO Pension Bonds Issue r /  2003 CT 49 265
10/02/03 Franklin Borough-New Jersey Pension Refunding Bonds NJ 0.330
09/16/03 Danville Comm School C p GO Pension Bonds Senes 2003 IN 3.185
00/11/03 Lakewood Twp- New Jersey Pension Obligation Ref Bonds Series 2003 NJ 1.145
09/04/03 Clifton-New Je> ey Refunding Bonds Sunes 2003 NJ 1.300
08/27/03 Kansas Development F.n Auth Revenue Bonds Series 2003 H KS 40 250
08/21/03 Rochester-New York GO Pension Bonds Series 2003 1 NY 12.800
08/05/03 N o w  Brunswick C ity-New Jersey Pension Refunding Bonds Series 2003 NJ 9 496
07/15'03 Sacramento Co-Callfomla Pension Ref Cap Appredatn bonds Series 2003 A & B CA 152 321
07/14/03 Hamilton Twp (Mercer)-New Jersey Pension Obligation Ref Bonds Series 2003 ftf. 5 5 9 5
07/09/03 Santa Rosa City-Califomia Pension O b lig a te  Ref Bonds Series 2003A CA 20.500
07/09/03 Santa Rosa City-Califomia P ensirr Obligation Ref Bonds Series 2003B CA 30.170
08/26/03 S an  Luis Obispo Co-California Pension Obligation Bonds Series 2003 CA 137 194
06/25/03 Minneapolis City-Minnesota General Obligation Pension Bonds Senes 20 0”! MN 38 000
0 6 /17/03 Essex Co-New Jersey GO Pension Refunding Bonds Senes 2003 NJ 54 665
06/16/03 Willingboro Twp-New Jersey Refunding Bonds Series 2003 NJ 0.525
06/12/03 Portland Community College Dt Ltd Tax Pension Bonds Series 2003 OR 119 995
06/05/03 Illinois General Obligation Bonds Series of 6/03 IL 10000 000
06/04/03 South Brunswick Twp-New Jersey Pension Refunding Bonds NJ 2.050
06/04/03 South Plainfield-New Jersey GO Pension Ref Bonds Series 2003 NJ 0.325
05/29/03 W arsaw  Community Schools GO Pension Bonds Series 2003 IN 5 8 7 0
05/22/03 Monmouth Co-New Jersey Pension Refunding Bonds Series 2003B NJ 17.210
05/15/03 Kern Co-Califomia Taxable Pension Oblig Ref Bonds Series 2003B CA 50 000
05/15/03 K em  Co-California Taxable Pension Oblig Pef Bonds Series 2003A CA 238 177
05/13/03 Sonoma Co-Califomia Taxable Pension Obligation Bonds Series 2003 A&B CA 231.200
05/07/03 Marin Co-California Taxable Pension Oblig Bonds Series 2003 CA 112.805
04/29/03 Sussex Co-New Jersey Pension Ref Bonds NJ 3 9 0 0
04/28/03 North Brunswick Twp-New Jersey Refunding Bonds Series 2003 NJ 2 0 7 5
04/23/03 Contra Costa Co-California Taxable Pension Obligation Bonds Series 2003A CA 322.710
04/10/03 Oregon Community College Dt Ltd Tax Pension Obligations Senes 2003A&B OR 153 582
04/09/03 East Orange City-New Jersey GO Refunding Bonds Series 2003 NJ 9 351
04/07/03 Englewood City-New Jersey Pension Refunding Bonds Series 2003 NJ 3.420
04/04/03 Oregon School Boards Association Ltd Tax Pension Oblig Bonds Series 2003 OR 927 080
04/03/03 Newark City-New Jersey GO Refunding Bonds Series 2003 NJ 40.747
03/31103 Paterson-New Jersey GO Refunding Bonds Series 2003 MJ 13.045
03/27/03 Hamilton Twp (Marcer)-New Jersey BANs Pension Series 2003 NJ 5 5 3 5
03/24/03 Carteret Board of Education Pension Refunding Bonds Series 2003 NJ 2 4 5 0
03/24/03 Lyndhurst Board of Education School Pension Refunding Bonds Series 2003 NJ 2 0 3 0
03/24/03 Woodbridge Twp-New Jersey Pension Refunding Bonds Series 2003 NJ 4 785
03/17/03 Lodi-New Jersey Pension Refunding Bonds Senes 2003 NJ 1 2~0
03/14/03 Gainesville City-Florida Pension Obligation Rev Bonds Series 2003A8.B FL 89 890
03/13/03 High Point Regional High SD Refunding Bonds Series 2003 NJ 1 945
03/13/03 Trenton City-New Jersey GO Refunding Bonds Series 2003A&B NJ 4 2 9 3 6
03/10/03 La kewood Twp S D Refunding School Bonds Senes 2003 NJ 2.35T
03/10/03 Lyndhurst Twp-New Jersey Pension Refunding Bonds Series 2003 NJ 1 765
03/10/03 Red Bank Regional High SD Refunding School Bonds Series 2003 NJ 1 600
03/10/03 Verona Township Board of Ed Refunding School Bonds Series 2003 NJ 1 540
03/07/03 New  lersey Economic Dev Auth State Pension Funding Ref Bonds Senes 2003 NJ 3 7 5 0 0 0
03/03/03 Fort Lee 3orough-New Jersey Pension Refunding Bonds Series 2003 NJ 4 2 3 0
02/28/03 Lawrence Twp SD School Refunding Bonds Series 2003 NJ 3.270
02/26/03 L od: Board of Education School Pension Ref Bonds Series 2003 NJ 3.275
02/25/03 Passaic Co-New Jersey Pension Refunding Bonds Series 2003 NJ 6.560
02/19/03 Monmouth Co (Howell Twp) BOE Sc, ,ool Refunding Bonds Series 2003 NJ 3.630
02/18/03 Bergenfield-New Jersey Pension Refunding Bonds NJ 1 310
O’ MS/OS Monroe Twp-New Jersey Pension Refunding Bonds Series 2003 NJ 1 145
02/12/03 Weehawken Twp-New Jersey Pension Refunding Bonds Series 2003 NJ 4 750
02/06/03 Bayonne City-New Jersey GO Refunoing Bonds Series 2003 NJ 15.795
02/04/03 Brick Twp-New Jersey Pension Refunding Bonds Series 2003 NJ 4 6 5 0
02/03/03 Passaic-New Jersey GO Pension Refunding Bonds Series ’ 003 NJ 7.800
01/28/03 Jersey City-New Jersey General Obligation Bonds Series 2003 NJ 23 595
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Sale Date Issuer Issue Description Series State Par (Smm)
01/27/03 Manchester Twp-New Jersey Pension Refunding Bonds Sereis 2003 NJ 1.795
01/24/03 Jackson Twp Board of Education Taxable Refunding School Bonds Series 2003 NJ 6 550
12/19/02 Garrett-Keyser-Butler Comm SD GO Pension Bonds Series 2002 IN 1 54„
12/19/02 South Bend Comm School Corp Taxable School Corp Pension BANs IN 1 300
12/18/02 Spotswood Borough BOE School Refunding Bonds Series 2002 NJ 0 770
12/16/02 Matawan-Aberdeen Regional SD School Refunding Bonds Pension Series 2002 NJ 5 665
12/12/02 Mendocino Co-Califomia ’’axable Pension Oblig Bonds Series 2002 CA 91.945
12/11/02 Minneapolis City-Minnesota GO Pension Bonds Series 2002 MN 10.600
12/11/02 Minneapol'r City-Minnesota GO Pension Bonds Series 2002 MN 25 000
.2/03/02 Bartholomew Consol School Corp GO Pension Bonds Series 2002 IN 12 500
12/03/02 W all T vp  BOE Refunding School Bonds Scries 2002 NJ 5 8 4 0
10/30/02 North Mlami-Florida Var Rte Dem Spec Oblig Ref Bonds Series 2002 FL 14.735
10/25/02 Atlantic City Board of Education Refunding School Bonds Pension Series 2002 NJ 9.255
10/10/02 Oregon School Boards A s s e rt io n Limited Tax Pension Obligation: Series 2002A&B OR 7 7 4 6 6 3
09/19/02 Northeastern School Corp GO Pension Bonds Series 2002 IN 1.225
09/17/02 San Diego Co-Califomia Taxable Pension Obligation Bonds Series 2002C CA 100.000
09/17/02 San Diego Co-Califomia Taxable Pension Obligation Bonds Series 2002A CA 132.215
09/17/02 San Diego Co-California Taxable Pension Obligation Bonds Series 2C)2B CA 505.125
09/10/02 W est Havsn City-Connecticut General Obligation Pension Bonds CT 67 305
09/06/02 Imperial Co-Cali omia Taxable Pension Bonds 2002 Series A CA 33.265
08/16/02 Frankton-Lapei Sch Bid-; Corp Taxable GO Pension Bonds Series of 2002 IN 1.855
06'09/02 Long Beach City-Califomia Taxable Pension Oblig Ref Bonds Series 2002 A CA 4 3 9 5 0
08/09/02 Long Beach City-Califomia Taxable Pension Oblig Ref Bonds Series 2002 A CA 44 000
07/11/02 South Madison Comm School Corp Taxable GO Pension Bonds Sene3 of 2002 IN 2 5 6 0
06/26/02 Woonsocket-Rhode Island GO Pension Bonds Rl 90.000
05/10/02 Indiana Bond Bank School Severance Fund Bonds Series 1 IN 57.260
04/30/02 Franklin Comm School Corporation Taxable GO Pension Bonds Series 2002 IN 1.145
03/26/02 Tippecanoe School Corporation GO Pension Bonds Series 2002 IN 1 350
03/20/02 Marion Co-Oregon Ltd Tax Pension Bonds Series 2002A&B OR 2 6 8 1 9
03/15/02 Oregon Local Governments Ltd Tax Pension Oblig Bonds Series 2002A&B OR 228.615
03/13/02 Fresno Co-Califomia Pension Obligation Ref Bonds Series 2002 CA 117.055
02/27/02 Corvallis-Oregon Ltd Tax GO Bonds 2002 Series A OR 23.913
01/23/02 Fresno-Califomia Taxable Pension Oblig Bonds Series of 2002 CA 205 335
12/19"/' Monroe Co Comm School Bldg Corp Retirement/Severance Bonds Series 2001 IN 1.800
12/12 31 Lewiston City-Maine GO Pension Bonds ME 16 395
1 1 /2 //01 Rumford-Maine GO Pension Bonds ME 1.035
10/'1/01 Manchester City-New Hampshire Pension Obligation Bonds Series 2001C NH 2 0 8 1 0
1LV17/01 t ockville Centre Vllg-New York Pension System Series 2001 NY 1.600
10/03/C 1 Otkland City-Califomia Taxable Pension Obligation Bonds Series 2001 CA 195 639
07/18/0. Portland City-Maine Multi-Modal Txbl GO Pension Bonds ME 111.000
06/13/01 South Gate City-Califomia Taxable Certs of Participation Series 2001 CA 8 500
06 /05 '01 imperial Irngation Dt Taxable Pension Oblig Rev Bonds Series 2001 CA 7 5 0 0 0
03/08/01 Contra Costa Co-California Taxable Pension Obl gations Series 2001 CA 107 005

$ 28,814.031
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What is a Pension Obligation Bond?

• A pension obligation bond is a financing used to defray unliinded pension 
costs.

• Pension systems measure assets on hand against the present value of 
projected liabilities over the long term.

• If liabilities exceed assets, the difference is known as the ‘'Unfunded 
Accrued Actuarial Liability” or “UAAL.”

• With lagging investment returns, increases in healthcare costs, and actuarial 
revaluations, many public and private pension systems have found 
themselves significantly under-funded.

I  SE ATTLE -N O R T H  W E S T
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What is a Pension Obligation Bond?

• Repayment of the UAAL is amortized over a fixed period and built into 
payroll rates at a given interest rate, 8.25 percent in Alaska.

• Retirement system thereby becomes the ‘•banker” for the shortfall, as 
employers repay the loan over the amortization period.

• Many jurisdictions have used Pension Obligation Bonds to refinance these 
“loans” at rates lower than the amortization rate.

B H  S E A T T L E - N O R T H  W E S T
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Why Might Pension Obligation Bonds 3 
be Useful in Alaska

• According to the recently released 2004 valuation, assuming above-average 
growth in population:

-  PERS rates rise to 32% of payroll beginning in 2011, and do not decline until 
2029.

-  TRS rates rise to 50% of payroll in 2011 and continue increasing to 56% by 
!028 before declining.

• Properly structured pension obligation bonds can be an effective tool for 
immediately reducing payroll rates and producing long term savings for 
jurisdictions.

• In Oregon, jurisdictions are projected to save over $i .3 billion from use of 
this technique.
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Alaska Pension System *

Alaska
PERS IR S

Asset base $ 8.2 billion $ 3.9 billion

Covered Employees 69,135 21,220

Average employer rate 16.77% C) 21.00% P>

Funded ratio 72.00% 64.00%

U A A L  as o f  2004 valuation $ 3.4 billion $2.3 billion

*As o f June 30, 2004.
(1) Effective for Fiscal Year 2006, Actuarially computed at 25.63%.

(2) Effective fo- Fiscal Year 2006, Actuarially computed at 38.85%

S E A T T L E - N O R T H W E S T
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The Arbitrage Issue

Issuing a pension bond is not like refinancing your mortgage...

• Success from borrowing depends on the market returning more than the cost of 
the bond.
-  For , *.aska borrowers, if investment returns equal 8.2.5% over 25 year 

period over the life of the bonds, costs will be reduced as estimated.

-  If investment returns are greater than 8.25%, cost reductions will be greater 
than projected.

-  If investment returns are less than 8.25% cost reductions will be positive, 
but less than projected.

-  If investment returns are less than the interest rate on the bonds, borrowers 
will be worse off than if they had done nothing.

JB I1 B  S E A T T L E - N O R T H  W E S T
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Alaska PERS
6
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Bonding a Popular Tool
7

IV j any jurisdictions throughout the country have cnosen to finance PERS 
liabilities with bonds.

Oregon example:
• A total of 133 school districts, cities, counties and the State have issued $5.4 billion 

of pension bonds in Oregon.
• Savings projected at $1.3 billion overall, assuming an 8.00% rate of return.
• Original statutory authority provided to local governments and school districts in 

2001 for issuance of “full faith and credit obligations.”
• School Districts also granted authority to enter into intercept agreement with the 

State, whereby operating funds were additionally pledged. This approach resulted in 
“State” credit rating.

• State Constitutional amendment approved by voters in 2003 authorizing the State to 
issue GO bonds for its share of the liability. Voter approval margin was 55.25%.

S E A T T L E - N O R T H W E S T
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Oregon Process
8

• Bond proceeds are placed in a “lump sum account” for benefit of employer. 
Earnings and losses directly accrue to that account.

• Lump sum account is used to provide prepayment credit on payroll rates charged to 
jurisdictions.

• Although bonds have to be sold on taxable basis, interest rates for most borrowings 
have been well under 6%.

• Oregon State Treasury regression analysis conducted in July 2003 projected 
probability of positive arbitrage in PERS refinancing at nearly 90%.

■ ■ ■  S E A T T L E - N  O  R T H  W  E S T
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R e c e n t  R e t u r n s  -  O r e g o n  L u m p  S u m  A c c o u n t s

Issuer Par TIC Total Return Annualized

Series 2002 A&B - Local Governments $ 238 m 7.00% 43.04% 11.74% (1)

Series 2002 - School Districts $ 775 m 5.60% 59.01% 19.14%

Series 2003 - Schools, Community Colleges $ 1,080 m 5.73% 51.88% 20.08%

Series 2004 - Schools, Community Colleges $ '<00 m 5.49% 23.51% 13.44%

Series 2004- Local Governments $ 126 m 6.11% 24.28% 16.19%

(1) As of November 30, 2005
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Lessons Learned
10

1. Payment to PERS does NOT guarantee UAAL will be paid off in full.

2. Changes in size of UAAL
Judicial, legislative, regulatory or investment activities can cause future changes to 
U A A L .  Further increases would continue to be responsibility o f  jurisdiction.

-  Reductions: Lum p sum payment would put jurisdiction in surplus. Funds w ill not 
be returned to jurisdiction, but surplus is used to reduce payroll rates further.

-  Increases: Lump sum payment would defray total deficit. U A A L  would not be as 

high as would otherwise be the case.

In any case, arbitrage risks remain the same for existing lump sum payment.

3. Structure of the financing matters
Inappropriate to use unrealistic assumptions about rates o f return.

Amortization structure o f bonds should match amortization o f U A A L  that PERS 

system uses.

N o t prudent to have back weighted structured where all savings are produced in early 

years.

m u m  S E A T T L E - N O R T H W E S T
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Lessons Learned

4. The “housekeeping issues” are often the most critical
• Adequate protection an ner accounting o f lump deposits are critical.

• Statutes and regulations needed to ensure that the employers making the deposit are the 
ones getting the credit, and that credit is for appropriate amount.

5. Bond Related Considerations
• Bonds are not likely to be subject to early redemption.

Rating agencies w ill scrutinize structure carefully to ensure payment o f  liability is not 

further deferred.

Changes “soft” liability to “hard” liability, which may put some limitations on 

financial flexibility.

6 . Variations in payroll growth are not immediately reflected in debt structure

• Under current structure, i f  payroll declines, payments to PERS  decline.

• Using bonds, i f  payroll declines, payments on the bonds do not change.

I  S E A T T L E - N O R T H W E S T
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Alaska L egislative Considerations
12

Goal: Give all jurisdictions, at their discretion, meaningful access to capital 
markets for the purpose of financing pension liabilities.

1. Access
Express authorization for all types o f jurisdictions to issue obligations for this purpose 

either individually or through another entity.

• Authorization for individual jurisdictions to pool together through another entity (either 

state entity such as Bond Bank and/or pool created with a Trustee).

2. “Meaningful” Access
• W ithout additional credit support, some jurisdictions may not be able to enter market

on a subject-to-appropriation basis at a competitive rate.

• Forms of additional credit support
Intercept o f  State funding -  particularly useful for school districts

• Bond reserves

• Bond insurance

• Voter approval o f constitutional amendment allowing use o f  general obligation bonds

S E A T T L E - N O R T H W E S T
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HB 278 -  Comments
13

• ^ n e  part o f a broad solution.
• The nature o f the obligation between local entities and the 

Bond Bank will need to be defined.
• Would like the bill expanded to cover broader intercept 

authority, particularly for schools. (Pension obligation 
financing provides an opportunity to increase funds available 
for education.)

• Would like to see additional flexibility for jurisdictions to 
group together through pools organized by trustee.

• Entire solution will require legislative, administrative and, 
potentially, constitutional changes.

■  ■ ■  SEATTLE-NORTHWEST
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Pension Bonds in Alaska: 
Potential Savings

m m m  S E A T T L E - N  O R T H  W  E S T

■  ■ ■  S E C U R IT IE S  C O R P O R A T IO N



Types of Obligations
15

• Savings would be maximized if general obligation (GO) bonds could be 
issued. This would not be possible without an amendment to the State 
Constitution

• Appropriation-backed obligations still provide substantial savings for 
highly rated entities.

• Taxable.
• Non-callable.
• Opportunity to issue obligations dependent on current debt market 

conditions -  as interest rates rise, pension obligation financing becomes 
less attractive.

m m m  S E A T T L E - N O R T H W E S T

S E C U R IT IE S  C O R P O R A T IO N



E x a m p l e :  C i t y  &  B o r o u g h  o f  J u n e a u

16

Assumptions
• investment rate of return = 8.25%
• Annual payroll growth rate = 5.50% (*)
• Past service amortization:

-  Fixed 25 years, effective June 30, 2002. (**)

♦City and Borough of Juneau - Notes to audited financial statements 
♦♦Svdte of Alaska PERS Actuarial Valuation Report as of June 30, 2002 (Page 5)

■ ■ ■  S E A T T L E - N O R T H W E S T2ESRI* SECURITIES CORPORATION



Summary of Results
17

9 Assumes payoff of 100% 6/30/04 PERS UAAL for the City and Borough 
of Juneau, brought forward to March 1, 2006.

Dated Date 
Delivery Date

Obligations Par Amount 
True Interest Cost

3/1/2006
3/1/2006

$ 75,075,000 
6.06%

Aggregate Savings $ 23,758 921
Average Annual Savings $ 1,079,951
Net PV Savings $ 14,881,383
Percentage Savings of Refunding Obligations 19. 82%

m m m  S E A T T L E - N O R T H  W E S T

SECURITIES CORPORATION



Contact Information
18

-  Lindsay Sovde, Vice President
• (206)628-2875

• lsovde@snwsc.com

-  Carol Samuels, Vice President
• (503)275-8301

• csamuels@snwsc.com

-  Mark Prussing, Vice President
• (206)689-2780

• mprussing@snwsc.com

9 8 8 8 1  S E A T T L E - N O R T H W E S T
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Pension O bligation Bonds 
System  w ide A nalysis

Carol Samuels, Vice President 
Lindsay Sovde, Vice President 
Mark Prussing, Vice President 

(296) 628-2882

f e f l i i i K  S E A T T L E - N O R T H W E S T  
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P e n s i o n  O b l i g a t i o n  B o n d s  

A l a s k a  P E R S  s y s t e m  w i d e  r e f i n a n c i n g  a n a l y s i s

• A refinancing of the $3.4 billion PERS UAAL could result in net pres nt 
value savings of over $1 billion

-  This translates into a system wide rate reduction of approximately 15.50%
-  Results in a net PERS rate savings of approximately 3.07%

FY07 FY08 FY09 FY10

Total PERS Rate
Less: Projected Rate Credit
Plus: Debt Cost
Net PERS Rate
Net Savings in PERS Rate
Net Cashflow Savings

21.77%
(15.50%)

12.36%

21.77%
(15.50%)

12.43%

21.77%
(15.50%)

12.43%

21.77%
(15.50%)

12.43%
18.63% 18.70% 18.70% 18.70%
3.14%

$51,161,811
3.07%

$51,944,574
3.07%

$53,987,342
3.07%

$56,147,686

I  S E A T T L E - N O R T H  W E S T
m m m  SECURITIES CORPORATION



Assumptions

• UAAL brought forward from 6/30/04 to 7/1/06 UAAL lump sum payment 
date

• 5.75% true interest cost (TIC, borrowing rate)
• 25-year fixed amortization
• 4% salary growth rate
• 8.25% UAL borrowing cost
• Level percentage of payroll savings structure
• Assumes elimination of 5% rate cap

M m m  S E A T T L E - N O R T H W E S T
■ ■ ■  SECURITIES CORPORATION



Sensitivity Analysis
Municipality of Anchorage 

Annual Savings from Pension Bond assuming 6.00% TIC

12% Earnings 8.25% Earnings 4%  Earnings

FY 2006 1.010,489 1,010,489 1,010,489

FY 2007 1,253,934 1,253.934 1,253,934

FY 2008 3,485,268 2,411.768 1,210,862

FY 2009 5,643,081 3,633,284 1,469,585

FY 2010 7,367,117 4,286,983 1.095,336

FY 2011 8,817,906 4,518,049 229,458

FY 2012 10,453,550 4,767.566 (691,042)

FY 2013 12,289,353 5,031.950 (1,674,081)

FY 2014 14,342,643 5,307,542 (2,727,933)

FY 2015 16,645,143 5.602,709 (3.849,155)

FY 2016 19,213,120 5,907,672 (5,052,801)

FY 2017 22,085,008 6,231,726 (6,335,242)

F Y 2018 25,294,943 6,576,264 (7,701,209)

FY 2019 28,877,504 6.938,849 (9,159.824)

FY 2020 32,873,972 7,318.513 (10.719,433)

FY 2021 37,338,780 7,720.777 (12,382.825)

FY 2022 42,331.475 8,147,261 (14,158,035)

FY 2023 47,921,048 8,595,699 (16,059,136)

FY 2024 54,202,457 9,067.403 (18.100,552)

FY 2025 61,317,948 9,565,593 (20,303,418)

FY 2026 69,529,677 10.090,417 (22,716,807)

FY 2027 79.683.185 10.649,279 (25,504.160)

Total Savings 601,977,602 134,633,727 (170,865,990)

Present V'alue 
Savings 258.474,528 71,393,516 (56.730,895)

m m m  S E A T T L E - N O R T H W E S T
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Contact Information

Lindsay Sovde, Vice President
•  (206)628-2875

• lsovde@snwsc.com

Carol Samuels, Vice President
•  (503) 275-8301

• csamuels@snwsc.com

Mark Prussing, Vice President
• (206) 689-2780

• mprussing@snwsc.com
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P r e s e n t a t i o n  t o  A l a s k a  S c h o o l  D i s t r i c t s  a n d  M u n i c i p a l  

G o v e r n m e n t s  -  T R S  a n d  P E R S  L i a b i l i t y  R e f i n a n c i n g

T a b l e  o f  C o n t e n t s 1. E x e c u t i v e  S u m m a r y

2. O v e r v i e w  o f  P o t e j  '*al S a v i n g s  f r o m  P e n s i o n  F i n a n c i n g

3. R i s k s  o f  P e n s i o n  B o n d  F i n a n c i n g s . . .A  H i s t o r i c a l  P e r s p e c t i v e

4. P e n s i o n  F i n a n c i n g  S t r u c t u r e s

5. W o r k  P l a n

As a multi-service broker-dealer, MLPF&S, works with and maintains accounts for, numerous individuals and entities, some of which may have a past or present relationship with who this may concern 
In order to both identify and avoid Ihe perception of an existing or potential conflict of interest, we wish to inform you that MLPF&S has worked together on various projects with persons or entities that 
may currently or previously have a relationship with who this may concern as Financial Advisor. Swaps Financial Advisor, Asset Manager, or other capacity MLPF&S may have a current or previous 
relationship with such persons or entities, which may include working together on financings, and structurings in which they have been compensated for their services, as well as participating with them 
in, or acting as sponsor of, industry related conferences In addition, they and their principals may have maintained brokerage and money management accounts with MLPF&S. If you would inform us 
of individuals or entities which work (or have worked) with you as service provider in any capacity, we would be happy to inform you as lo whether MLPF&S has any relationship with them and. upon your request, provide any information you wish regarding such relationship with them
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1 .  E x e c u t i v e  S u m m a r y



E x e c u t i v e  S u m m a r y

i  ;-----------------------------------------------------------------------------------------------------------------------------------------------------
■ • H o u s e  a n d  S e n a t e  H e a r i n g s :  O v e r  t h e  p a s t  m o n t h ,  p o l i c y m a k e r s  h a v e  d i s c u s s e d  n u m e r o u s  p o t e n t i a l

s o l u t i o n s  t o  P E R S / T R S  u n d e r f u n d i n g .  P e n s i o n  f i n a n c i n g  is  o n e  o f  m a n y  s o l u t i o n s  t h a t  p o l i c y m a k e r s  h a v e  

e x p r e s s e d  a  d e s i r e  t o  e x p l o r e .

• G r o w i n g  L o c a l  I n t e r e s t :  M a n y  lo c a l  e n t i t i e s  a n d  s c h o o l  d i s t r i c t s  a r e  a t t r a c t e d  t o  p e n s i o n  f i n a n c i n g  s o l u t i o n s .  
F o r  i n s t a n c e ,  t h e  A l a s k a  M u n i c i p a l  L e a g u e  r e c e n t l y  r e c o m m e n d e d  t h a t  t h e  S t a t e  " c o n s i d e r  t h e  c r e a t i o n  o f  a  

S t a fe  a n d  L o c a l  R e t i r e m e n t  P e n s i o n  B o n d  C o r p o r a t i o n  to  f i n a n c e  t h e  P E R S / T R S  $5  B i l l io n  p a s t  l i a b i l i t y  w i t h  

l o w  i n t e r e s t  b o n d s .  E s t i m a t e d  b o n d  r a t e s  o f  5 .5  to  6 %  c o u l d  s a v e  a n  e s t i m a t e d  o v e r  $ 1 0 0  m i l l i o n / y e a r  o n  t h e  
P E R S / T R S  u n f u n d e d  l i a b i l i t y  c u r r e n t l y  a t  8 .2 5 % ."

• H i g h  P o t e n t i a l  S a v i n g s :  W i t h  i n t e r e s t  r a t e s  a t  t o d a y ' s  l o w  l e v e l s ,  t h e  p o t e n t i a l  s a v i n g s  f r o m  a  p e n s i o n  

f i n a n c i n g  c o n t i n u e  t o  b e  v e r y  a t t r a c t i v e  ( s e e  s e c t i o n  2).

• D e t a i l e d  R i s k  A s s e s s m e n t :  R e g a r d i n g  r i s k ,  h i s t o r y  s h o w s  t h a t  i n  a l m o s t  a l l  c a s e s  ( o t h e r  t h a n  t w o  y e a r s  i n  t h e  

d e p t h  o f  t h e  s t o c k  m a r k e t  c r a s h  o f  1 9 2 9 -1 9 3 0 ) ,  r e t u r n s  o f  a  70 %  e q u i t y  /  3 0 %  f ix e d  i n c o m e  p o r t f o l i o  ( s i m i l a r  t o  

T R S '  c u r r e n t  i n v e s t m e n t  a l l o c a t i o n )  o v e r  2 0  y e a r s  w o u l d  h a v e  e x c e e d e d  t o d a y ' s  a s s u m e d  p e n s i o n  b o n d  r a t e  

( s e e  s e c t i o n  3 ). Note that -past performance does not guarantee fu tu re  results.

• S o l i d  L e g a l  F r a m e w o r k :  M o s t  U .S .  j u r i s d i c t i o n s  h a v e  u s e d  G .O .  b o n d s  to  e x e c u t e  t h e s e  f i n a n c i n g s ,  b u t  s u c h  a  

m e t h o d  is  n o t  p e r m i t t e d  b y  t h e  A l a s k a  c o n s t i t u t i o n .  M e r r i l l  L y n c h  h a s  d e s i g n e d  a s t r u c t u r e  t h a t  p e r m i t s  b o n d  

f i n a n c i n g  t o  o c c u r  w i t h i n  a  c o n v e n t i o n a l  a n d  s o l id  l e g a l  f r a m e w o r k  ( s e e  s e c t i o n  4).

• N e x t  S t e p s :  W e  d i s c u s s  p o t e n t i a l  n e x t  s t e p s  in  s e c t i o n  5.
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E x e c u t i v e  S u m m a r y

M e r r i l l  L y n c h  C o m m i t m e n t  t o  t h e  S t a t e  o f  A l a s k a

.. M errill Lynch A laska Retail Presence

Merrill Lynch has maintained a corporate presence in the State 
of Alaska since 1976

2 retail offices located in Anchorage and Juneau

Merrill Lynch employs 45 Alaska residents

25 Financial Advisors managing nearly 24,000 accounts for 
retail clients

$1.8 billion in retail assets and $146 million in municipal bonds

Merrill Lynch is ranked 2nd among the 7 largest retail firms in 
the sale of municipal bonds tc Alaska retail investors with a 
24.8% market share (McLagan Survey First Half 2003)

Alaska Competitive Underwriting Rankings (1990-Present^*

Merrill Lynch

Lehman Brothers

UBS Financial 
Services

Morgan Stanley

Citigroup

$210

$193

$148

$116 ' 5 m illion s . F u ll c r t i l i l to Icoii mnnagtr £r tx c h n lr* sh o rl- lcn u . pninte 
placement am I nonprofit rr'ites Sou m: Searnties Onto Co



2 .  O v e r v i e w  o f  P o t e n t i a l  S a v i n g s  f r o m  

P e n s i o n  F i n a n c i n g



•  1

O v e r v i e w  o f  P o t e n t i a l  S a v i n g s  f r o m  P e n s i o n  F i n a n c i n g

P o t e n t i a l  E m p l o y e r  C o n t r i b u t i o n  R a t e  I m p a c t *

I  P e n s i o n  f i n a n c i n g  c o u l d  d r o p  e m p l o y e r  c o n t r i b u t i o n  r a t e s  f o r  l o c a l  m u n i c i p a l i t i e s  a n d  s c h o o l  

d i s t r i c t s  s i g n i f i c a n t l y  a n d  i m m e d i a t e l y .

9 .9 7 %

P E R S

4 .8 4 %

TRS - No Financing TRS - Financing PERS - No Financing PERS - Financing

* P le a se  see page 8 o f  th is p resen ta tion  fo r  im portan t d is c lo su re  on o u r  c a lc u la tio n  o f  the n um be rs  on  th is page.

kmm



O v e r v i e w  o f  P o t e n t i a l  S a v i n g s  f r o m  P e n s i o n  F i n a n c i n g

T R S  A n a l y s i s

|  I f  T R S '  U n f u n d e d  A c c r u e d  A c t u a r i a l  L i a b i l i t y  ( U A A L )  w e r e  r e f i n a n c e d  w i t h  a  b o n d  i s s u e ,  t h e  

f i n a n c i n g  w o u l d  s h o w  p r o j e c t e d  P V  s a v i n g s  o f  a b o u t  $ 7 3 1  m i l l i o n  o f  t h e  $ 2  b i l l i o n  U A A L . * *

EMPLOYER SIZE POTENTIAL SAVINGS FROM PENSION BOND SC JTION

2007 2028

2005 TRS 
Employer 

Salary

% of Total 
2005 TRS 

Salaries

Actuarial 
Estimate of 
Employer 
Contrib 

Rate

Employer 
Contrib 
Rate w/ 
Pension 

Bonds

Decline in 
Employer 
Contrib 

Rate

Decline
in

Employer
Payment

Actuarial 
Estimate of 
Employer 
Contrib 

Rate

Employer 
Contrib 
Rate w/ 
Pension 

Bonds

Decline in 
Employer 
Contrib 

Rate

Decline in 
Employer 
Payment

Total 
2005 - 2028 

Employer 
Payment 

PV Savings*

$5,000,000 0.87% 40.75% 32.27% 8.48% $446,966 47.62% 37.65% 9.97% $1,251,284 $6,382,001

$10,000,000 1.74% 40.75% 32.27% 8.48% $893,933 47.62% 37.65% 9.97% $2,502,567 $12,764,002

$25,000,000 4.36% 40.75% 32.27% 8.48% $2,234,832 47.62% 37.65% 9.97% $6,256,418 $31,910,004

$50,000,000 8.72% 40.75% 32.27% 8.48% $4,469,665 47.62% 37.65% 9.97% $12,512,837 $63,820,008

$100,000,000 17.44% 40.75% 32.27% 8.48% $8,939,330 47.62% 37.65% 9.97% $25,025,673 $127,640,015

$200,000,000 34.88% 40.75% 32.27% 8.48% $17,878,660 47.62% 37.65% 9.97% $50,051,347 $255,280,030

$573,377,000 100.00% 40.75% 32.27% 8.48% $51,256,062 47.62% 37.65% 9.97% $143,491,455 $731,858,490

* PV at 8.25% actuanal rate.
** Please see page 8 of this presentation for important disclosure on c tir calculation of the numbers on this page
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O v e r v i e w  o f  P o t e n t i a l  S a v i n g s  f r o m  P e n s i o n  F i n a n c i n g

T R S  A n a l y s i s *,***★

NO ACTION PROPOSED PENSION BOND SOLUTION POTENTIAL SAVINGS-PENSION BOND SOLUTION

TRS Salaries
Employer 

E n tire  w /  100.00%  of 
TRS* Salaries

Total 
Employer 

Ctb Rate** 
(Normal ♦ 
Past Svc)

Total 
Employer 
Paym ents 
(Normal ♦ 
Past Svc)

Total 
Employer 

Ctb Rate*** 
(Expected 

Normal Rate

ital 
oyer 

ym ents 
(Expected 

Normal Rate)

Pension Bond 
Debt Service 
to  Pre-Fund 

Past Svc 
Rate

Total
Employer
Paym ents

Decline In 
Employer 
Paym ents

D ecline In 
Em ployer 
Ctb. Rate

Im proved 
T otal 

Em ployer 
C tb. Rate

A B -  A • 100.00% C D * B * C E F -  0 * E 0 H •  F ♦ G I * D - H J  •  1 /  B K « C • J

2005 $573,377,000 $573,377,000 38.85% $222,756,965 14.76% $84,630,445 $93,486,831 $178,117,277 $44,639,688 7.79% 31.06%
2006 586,635,000 586,635,000 39.22% 230,078,247 14.28% 83,771,478 99,020,765 182,792,243 47,286,005 8.06% 31.16%
2007 604,620,000 604,620,000 40.75% 246,382,650 14.52% 87,790,824 107,335,765 195,126,589 51,256,062 8.48% 32.27%
2008 623.847,000 623,847,000 41.29% 257,586,426 14.63% 91,250,101 112,575,765 203,825,865 53,760,561 8.62% 32.67%
2009 644,64B,000 644,648,000 41.65% 268,495,892 14.73% 94,982,436 117,435,765 212,418,201 56,077,691 8.70% 32.95%2010 667,202,000 667,202,000 41.53% 277,088,991 14.84% 99,019,449 120,515,765 219,535,213 57,553,777 6.63% 32.90%2011 691,229,000 691,229,000 41.98% 290,177,934 14.95% 103,324,911 126,460,765 229,785,675 60,392,259 8.74% 33.24%2012 716,139,000 716,139,000 42.24% 302,497,114 15.06% 107,814,726 131,760,765 239,575,491 62,921,623 8.79% 33.45%
2013 742,797,000 742,797,000 42.75% 317.545,718 15.16% 112,622,881 138,690,765 251,313,646 66,232,072 8.92% 33.83%
2014 771,037,000 771,037,000 43.25% 333,473,503 15.27% 117,729,640 146,015,765 263,745,404 69,728,098 9.04% 34.21%
2015 801,545,000 801,545,000 43.79% 350,996,556 15.38% 123,245,559 154,141,123 277,386,682 73,609,873 9.18% 34.61%
2016 834,288,000 834,288,000 44.32% 369,756,442 15.48% 129,172,811 162,826,123 291,998,934 77,757,508 9.32% 35.00%
2017 869,145,000 869,145,000 44.83% 389,637,704 15.59% 135,499,706 172,001,123 307,500,829 82,136,875 9.45% 35.38%
2018 906,267,000 906,267,000 45.30% 410,538,951 15.70% 142,256,731 181,576,123 323,832,854 86,706,097 9.57% 35.73%
2019 945,445,000 945,445,000 45.68% 431,879,276 15,80% 149,418,128 191,171,123 340,589.251 91,290,025 9.66% 36.02%2020 986,990,000 986,990,000 45.96% 453,620,604 15.91% 157,039,979 200,726,694 357,766,672 95,853.932 9.71% 36.25%2021 1,031,829,000 1,031,829,000 46.25% 477,220,913 16.02% 165,278,369 211,121,352 376,399,721 100,821,191 9.77% 36.48%2022 1,0B0,428,OO0 1,080,428,000 46.68% 504,343,790 16.13% 174,219,015 223,431,356 397,650,371 106.693,419 9.88% 36.BO%
2023 1,132,136,000 1,132,136,000 47.08% 533,009,629 16.23% 183,768,316 236,367,711 420,136,027 112,873,602 9.97% 37.11%
2024 1,187,212,000 1,187,212,000 47.32% 561,788,718 16.34% 193,978,569 248,933,734 442,912,303 118,876,416 10.01% 37.31%
2025 1,245,623,000 1,245,623,000 47.49% 591,546,363 16.-*S% 204,855,159 261,712,664 466,567,823 124,978,540 10.03% 37.46%
2026 1,306,908,00" 1,306,908,000 48.01% 627,446,531 16.55% 216,332,481 278,243,190 494,575,671 132,870,860 10.17% 37.84%
2027 1,371,207,000 1,371,207,000 47.71% 654,202,860 16.66% 226,443,086 288,155,210 516,598,296 137,604,564 10.04% 37.67%
2028 1,438,671,000 1,438,671,000 47.62% 685,095,130 16.76% 241,121,260 300,482,416 541,603,676 143,491,455 9.97% 37 65%

Total Employer Savings: 
PV of Employer Savings @ 8.25%:

$2,055,412,191 
S731,858.490

* See Page 32, Table 4, of Stale of Alaska TRS Actuarial Valuation as of June 30, 2003 
** See Page 27, Table 2, of State of Alaska TRS Actuarial Valuation as of June 30.2003 
*** Assumes normal rate groivs steadily from today's levels to 16.76% in 2028

Please sec page 8 o f this presentation for important disclosure on our calculation of the numbers on this page
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O v e r v i e w  o f  P o t e n t i a l  S a v i n g s  f r o m  P e n s i o n  F i n a n c i n g

P E R S  A n a l y s i s

I  I f  P E R S '  U n f u n d e d  A c c r u e d  A c t u a r i a l  L i a b i l i t y  ( U A A L )  w e r e  r e f i n a n c e d  w i t h  a  b o n d  i s s u e ,  t h e  

f i n a n c i n g  w o u l d  s h o w  p r o j e c t e d  P V  s a v i n g s  o f  a b o u t  $ 1  b i l l i o n  o f  t h e  $ 2 . 8  b i l l i o n  U A A L . * *

EMPLOYER SIZE POTENTIAL SAVINGS FROM PENSION BOND SOLUTION

2005 PERS 
Employer 

Salary

% of Total 
2005 PERS 

Salaries

$5,000,000 0.32%

$10,000,000 0.63%

$25,000,000 1.58%

$50,000,000 3.15%

$100,000,000 6.31%

$250,000,000 15.77%

$500,000,000 31.55%

$1,585,006,000 100.00%

A c t u a r i a l 
E s t im a t e  o f  
E m p lo y e r  
C o n t r ib  

R a t e

26.77%

26.77%

26.77%

26.77%

26.77%

26.77%

26.77%

_________2007________
E m p lo y e r
C o n t r i b  D e c l i n e  in  
R a t e  w /  E m p lo y e r  
P e n s i o n  C o n t r i b
B o n d s  R a t e

22.43%

22.43%

22.43%

22.43%

22.43%

22.43%

22.43%

D e c li n e
in

E m p lo y e r
P a y m e n t

26.77% 22.43%

4.34%

4.34%

4.34%

4.34%

4.34%

4.34%

4.34%

4.34%

$233,.>77 

$467,155 

$1,167,887 

$2,335,774 

$4,671,548 

$11,678,870 

$23,357,739 

$74,044,314

A c t u a r i a l  
E s t im a t e  o f  
E m p lo y e r  
C o n t r i b  

R a t e

30.22%

30.22%

30.22%

30.22%

30.22%

30.22%

30.22%

 2028_______
E m p lo y e r
C o n t r i b  D e c l i n e  in
R a t e  w /  E m p lo y e r
P e n s i o n  C o n t r i b
B o n d s  R a t e

25.38%

25.38%

25.38%

25.38%

25.38%

25.38%

25.38%

D e c l i n e  in  
E m p lo y e r  
P a y m e n t

30.22% 25.38%

4.84%

4.84%

4.84%

4.84%

4.84%

4.84%

4.84%

4.84%

$628,138

$1,256,277

$3,140,692

$6,281,384

$12,562,769

$31,406,922

$62,813,843

$199,120,637

T o t a l  
2005 - 2028 

E m p lo y e r  
P a y m e n t  

P V  S a v in g s *

$3,152,746

$6,305,493

$15,763,732

$31,527,465

$63,054,929

$157,637,323

$315,274,645

$999,424,409

1 PV at 8.25% actuarial rale.
1 Please see page 8 of this presentation for imponanl disclosure on our calculation of Ihe numbers on this page.



O v e r v i e w  o f  P o t e n t i a l  S a v i n g s  f r o m  P e n s i o n  F i n a n c i n g

P E R S  A n a l y s i s * * * *

MO ACTION_________   PROPOSED PENSION BOND SOLUTION____________  POTENTIAL SAVINGS-PENSION BOND SOLUTION

■’ oUl Tolar f o u l  T otal Pension Bond
PERS Salaries

Employer 
E ntire  w/  100.00% of 
PERS* Salaries

Employer 
Ctb Rate** 
(Consol ♦ 
Past Svc)

Employer 
Paym ents 
(Consol ♦ 
Past Svc)

Employer 
Ctb Rate*** 
(Expected 

Consol Rate)

Employer 
Paym ents 
(Expected 

Consol Rate)

Debt Service 
to  Pre-Fund 

Past Svc 
Rate

Total
Employer
Paym ents

Decline In 
Employer 
Paym ents

Decline In 
Employer 
Ctb. Rate

Im proved 
Total 

Employer 
C tb. Rate

A B » A ’ 100.00% C D • B * C E F -  B * E G H •  F ♦ G 1 • D - H J • 1 / B K ■ C - J

2005 S i ,585,006,000 51,585,006,000 16.77% S265,805,506 13.31% S210.964.299 S37.045.386 $248,009,685 S17.795.822 1.12% 15.65%
2006 1,644.687,000 1,644,687.000 21.77% 358,048,360 13.24% 217,756,559 94,768,848 312,525,407 45,522,953 2.77% 19.00%
2007 1,706,759,000 1,706,759,000 26.77% 456,899,384 13.40% 228,721,222 154,133,848 382,855,070 74,044,314 4.34% 22.43%
2008 1,772,065,000 1,772,065,000 27.74% 491,570,831 13.49% 239,083,788 170,553,848 409,637,636 81,933,195 4.62% 23.12%
2009 1,840,407,000 1,840,407,000 27.99% 515,129.919 13.58% 249,977,464 179,108,848 429,086,312 86,043,608 4.68% 23.31%2010 1,912,174,000 1,912,174,000 27.73% 530,245,850 13.67% 261,463,719 181,563,848 443,027,567 87,218,283 4.56% 23.17%2011 1,986,893,000 1,986,893,000 27.84% 553,151,011 13.76% 273,486,790 188.913,848 462,400,638 90,750,373 4.57% 23.27%2012 2,065,722,000 2,065,722,000 27.96% 577.575,871 13.86% 286,215,173 196,813,848 483,029,021 94,546,850 4.58% 23.38%
2013 2,148,151,000 2,148,151,000 28.08% 603,200,801 13.95% 299,588,950 205,088,848 504,677,798 •’8,523,003 4.59% 23.49%
2014 2,234,922,000 2,234,922,000 2B.20% 630,248,004 14.04% 313,722,096 213,813,848 527,535,944 102,712,060 4.60% 23.60%
2015 2,327,596,000 2,327,596.000 28.39% 660,804,504 14.13% 328,846,995 224,238,848 553,085,843 107,718,652 4.63% 23.76%
2016 2,423,538,000 2,423,538,000 28.53% 691.435,391 14.22% 344,605,071 234,233,848 578,888,919 112,546,472 4.64% 23.89*.
2017 2,524,705,000 2,524,705,000 28.67% 723,832,924 14.31% 361,285,286 244,898,848 606,184,134 117,648,790 4.66% 24.01%
2018 2,632,258,000 2,632,258,000 28.84% 759,143,207 14.40% 379,069,082 256.738,848 635,807,930 123,335,278 4.69% 24.15%
2019 2,745,982,000 2,745,9B2,000 29 01% 796,609,378 14.49% 397,942,719 269,298,848 667,241,567 129,367,811 4.71% 24.30%2020 2,866,296,000 2,866,296,000 29.17% 836,098,543 14.58% 417,984,129 282,433,848 700,417,977 135,680,567 4.73% 24.44%2021 2,993,733,030 2,993,733,000 29.34% 878,361,262 14.67% 439,289,494 296,593,848 735,883,342 H . , 477,920 4.76% 24.58%2022 3,1*9,150,000 3,129,150,000 29.50% 923,099,250 14.76% 462,004,774 311,468,848 773,473,622 ’ 49,625,628 4.78% 24.72%
2023 3,273 ,542 / j 3,273,542,000 29.70% 972,241,974 14.86% 486,299,544 328.253,848 814,553,392 157,688,582 4.B2% 24.88%
2024 3,426,878, j 3.426, b78,000 29.90% 1,024,636,522 14.95% 512,193,647 346,152,592 858,346,239 166,290,283 4.85% 25.05%
2025 3,587,398,000 3,587,398,000 30.11% 1,080,165,538 15.04% 539.446,821 365,257,592 904,704 413 175,461,125 4.89% 25.22%
2026 3,755,436,000 3,755,436,000 30.34% 1,139,399,282 15.13% 568,129,186 385,892,592 954,021,778 185,377,504 4.94% 25.40%
2027 3,931,345,000 3,931,345,000 30.27% 1,190,018,132 15.22% 598,314,970 399,697,592 998,012,562 192,005,570 4.88% 25.39%
2028 4,115,495,000 4,115,495,000 30.22% 1,243,702,589 15.31% 630,082,285 414,499,668 1,044,581,953 199,120,637 4.84% 25.38%

Total Employer Savings: $2,873,435,288 
PV of Employer Savings ta 8.25%: 5999,424,409

* See Page 37, Table 4, of Stale of Alaska PERS Actuarial Valuation as of June 30, 2003
•* See Page 32, Table 2, of Stale of Alaska PERS Actuarial Valuation as of June 30,2003
*"*  Assumes normal/consolidated rate grows steadily from today’s levels to 15.31% in 2028
• • • •  Please see page 8 of this presentation for important disclosure on our calculation of the numbers on this page.



D i s c l a i m e r

i

P l e a s e  n o t e  t h a t  t h e  n u m b e r s  o n  p a g e s  3 -7  o f  t h i s  p r e s e n t a t i o n  a r e  M e r r i l l  L y n c h ' s  b e s t  e s t i m a t e  o f  f u t u r e  p e n s i o n  

f i n a n c i n g  s a v i n g s  a n d  e m p l o y e r  c o n t r i b u t i o n  r a t e s  b a s e d  o n  i n f o r m a t i o n  in  t h e  P E R S / T R S  A c t u a r i a l  V a l u a t i o n  

R e p o r t  a s  o f  J u n e  3 0 ,  2 0 0 3 . I t  s h o u l d  b e  n o t e d  t h a t  f u t u r e  e m p l o y e r  c o n t r i b u t i o n  r a t e s  w i l l  b e  c a l c u l a t e d  b y  t h e  

P E R S / T R S  a c t u a r y ,  n o t  M e r r i l l  L y n c h .  I n  a d d i t i o n ,  f u t u r e  e m p l o y e r  c o n t r i b u t i o n  r a t e s  w i l l  b e  i n f l u e n c e d  b y  

u n p r e d i c t a b l e  e v e n t s  s u c h  a s  i n v e s t m e n t  p o r t f o l i o  r e t u r n s ,  h e a l t h  c a r e  c o s t  a s s u m p t i o n s  a n d  e x p e r i e n c e ,  

d e m o g r a p h i c  c h m g e s ,  a n d  o t h e r  f a c t o r s  w h i c h  i m p a c t  t h e  f u n d i n g  l e v e l s  o f  t h e  P E R S / T R S  s y s t e m .  F o r  i n s t a n c e ,  

if  t h e  P E R S / T R S  i n v e s t m e n t  p o r t f o l i o  r e t u r n s  le s s  o n  a n  a v e r a g e  a n n u a l  b a s i s  t h a n  t h e  a c t u a r i a l  a s s u m p t i o n  o f  

8 .2 5 % , f u t u r e  e m p l o y e r  c o n t r i b u t i o n  r a t e s  w i l l  l i k e ly  b e  h i g h e r  t h a n  t h e  p r o j e c t e d  e m p l o y e r  c o n t r i b u t i o n  r a t e s  

p r o v i d e d  in  t h i s  p r e s e n t a t i o n .  In  a d d i t i o n ,  if  t h e  p r o c e e d s  f r o m  a  p e n s i o n  b o n d  f i n a n c i n g  e a r n  l e s s  o n  a n  a v e r a g e  

a n n u a l  b a s i s  t h a n  t h e  i n t e r e s t  r a t e  o n  t h e  p e n s i o n  b o n d s  f o r  t h e  l i f e  o f  t h e  b o n d s ,  t h e  e n t i t y  i s s u i n g  t h e  p e n s i o n  

b o n d s  w i l l  b e  w o r s e  o f f  t h a n  h a d  i t  n o t  i s s u e d  t l i e  b o n d s .



3 .  R i s k s  o f  P e n s i o n  B o n d  F i n a n c i n g s . . .  

A  H i s t o r i c a l  P e r s p e c t i v e



R i s k s  o f  P e n s i o n  B o n d  F i n a n c i n g s . . .  A  H i s t o r i c a l  P e r s p e c t i v e

T h e  R e a l  R e a s o n  B e h i n d  t h e  D e c l i n e  i n  F u n d i n g  R a t i o s

|  I n c r e a s i n g  l i a b i l i t i e s ,  n o t  d e c l i n i n g  a s s e t s . . .

• A  c o m m o n  m i s p e r c e p t i o n  is  t h a t  t h e  d i s m a l  s t o c k  m a r k e t  r e t u r n s  o f  2001  / 2 0 0 2  c a u s e d  m o s t  o f  t h e  c u r r e n t  

u n d e r f u n d i n g  i n  t h e  r e t i r e m e n t  s y s t e m .  I n  r e a l i t y ,  c h a n g e s  i n  l i a b i l i t i e s  s u c h  a s  h e a l t h  a s s u m p t i o n  c h a n g e s  

a n d  b e n e f i t  i m p r o v e m e n t s  w e r e  s o m e  o f  t h e  l a r g e s t  c o n t r i b u t o r s .

• I n  c o n t r a s t ,  i n v e s t m e n t  u n d e r p e r f o r m a n c e  w a s  a r e l a t i v e l y  s m a l l  c o n t r i b u t o r  t o  t h e  r e t i r e m e n t  s y s t e m ' s  

c u r r e n t  u n d e r f u n d i n g .

C h a n g e s  i n  A s s e t s  I n c l u d e :  

• I n v e s t m e n t  p e r f o r m a n c e

C h a n g e s  i n  L i a b i l i t i e s  I n c l u d e :

• H e a l t h  e x p e r i e n c e

• H e a l t h  a s s u m p t i o n  c h a n g e s

• P l a n  c h a n g e s

• D e m o g r a p h i c  e x p e r i e n c e

• N o n - h e a l t h  c h a n g e s

Drivers of PERS/TRS Funding Ratio Changes (1992-2003) jj

PERS Change in Funded Status TRS Change in Funded Status

1 Change Due to Assets -3.8% -2.7%

l Change Due to Liabilities -18.5% -26.6%

Total Change in Funded Status -22.3% -29.3%



R i s k s  o f  P e n s i o n  B o n d  F i n a n c i n g s . . .  A  H i s t o r i c a l  P e r s p e c t i v e

P E R S / T R S  I n v e s t m e n t  R e t u r n s  v s .  P e n s i o n  B o n d  I n t e r e s t  R a t e s

|  W i t h  t h e  e x c e p t i o n  o f  t w o  2 0 - y e a r  p e r i o d s  b e g i n n i n g  i n  1 9 2 8  a n d  1 9 2 9 ,  a  7 0 %  s t o c k  /  3 0 %  b o n d  

p o r t f o l i o  s i n c e  1 9 2 6  h a s  a l w a y s  r e t u r n e d  m o r e  t h a n  t o d a y ' s  a s s u m e d  p e n s i o n  b o n d  r a t e .

C o m p o u n d e d  A n n u a l  R e tu rn  O v e r  20-Year P eriods  o f  Po rtfo lio  o f  70% S tocks a n d  30% Bonds*

■ 20-Yr Annual Compounded Return Average Assumed Bond Ratej

15.00%

13.00%

11.00%

9.00%

7.00%

5.00%

3.00%

^  n#N ^  ̂  ^  ^  ̂  ^  ^  ̂  ^  ^  ̂  ̂  s#  cfP
#  &  j *  j s -  j ?  <$ &  &  j p  ^  a *  j y  j p  /

17.00%

* C om p ou n d ed  annua l re tu rn s  from  Ibbo tson  A ssoc ia tes  “ 2 0 0 4  Y e a rb o o k " . P o r t fo li o  c om p rised  o f  7 0 %  s to c k s  (2 /3  la rg e  cap and I / 3  sm a ll 
cap ) and  3 0 %  lo n g - te rm  co rp o ra te  bond s_________________________



|  A c c e p f a n c e  o f  p e n s i o n  f i n a n c i n g  s o l u t i o n s  h a s  g r o  v n  c o n s i d e r a b l y  o v e r  t h e  p a s t  f o u r  y e a r s .

R i s k s  o f  P e n s i o n  B o n d  F i n a n c i n g s . . . A  H i s t o r i c a l  P e r s p e c t i v e

G r o w t h  i n  P e n r . i o n  F i n a n c i n g  S o l u t i o n s

As taxable <^ed rates, hale ja p p e d  to historic lows.. .pensio.nifinancing solutions have become common.

Taxable Pension Bond Financings

eo

2000 2001 2002 2003 2004



4 .  P e n s i o n  F i n a n c i n g  S t r u c t u r e s



P e n s i o n  F i n a n c i n g  S t r u c t u r e s

P r o b l e m s  w i t h  T r a d i t i o n a l  A p p r o a c h e s

»

Q u e s t i o n :  H o w  c a n  l o c a l  g o v e r n m e n t s  -  s c h o o l  d i s t r i c t s ,  m u n i c i p a l i t y  s  o r  

m u n i c i p a l  e n t e r p r i s e s  -  p r e - p a y  t h e i r  u n f u n d e d  a c c r u e d  a c t u a r i a l  l i a b i l i t i e s  

( U A A L )  w i t h o u t  i n c u r r i n g  d e b t ?

T r a d i t i o n a l

A p p r o a c h e s :

G e n e r a l  O b l i g a t i o n  B o n d s :  S ta te  C o n s t i t u t i o n  r e q u i r e s  f u n d i n g  a " c a p i t a l  
i m p r o v e m e n t . "  O f  no te : m a n y  p u b l i c  e n t i t ie s  o u t s i d e  o f  A la s k a  c a n  u s e  G O  
B o n d s  fo r  p e n s io n  f in a n c in g s .

R e v e n u e  B o n d s :  R e q u i r e  a s e p a r a b le ,  p l e d g e a b le  r e v e n u e  s t r e a m .  W o n ' t  w o r k  
fo r  g e n e r a l  g o v e r n m e n t  o r  s c h o c l s  s in c e  t l ie  o n ly  m e a n in g f u l  r e v e n u e s  th o s e  
e n t i t ie s  h a v e  a re  t a x -d e r iv e d .  M a y  w o r k  fo r  g o v e r n m e n t  e n t e r p r i s e s  s u c h  a s  
u t i l i t ie s  (e.g. M L & P).



J E J

P e n s i o n  F i n a n c i n g  S t r u c t u r e s

P r o p o s e d  A p p r o a c h  t o  a  F i n a n c i n g

\
L e g a l  A p p r o a c h : T h e  r e s t r i c t i o n s  o n  c o n t r a c t i n g  d e n t  c o n t a i n e d  in  A l a s k a ' s  C o n s t i t u t i o n  a r e  a p p l i c a b l e  

o n l y  w h e r e  t h e  lo c a l  g o v e r n m e n t  h a s  e n d e a v o r e d  to  b o r r o w  m o n e y .  A  c o n t r a c t u a l  
o b l i g a t i o n  to  m a k e  c o n t r i b u t i o n s  to  a p e n s i o n  f u n d  is  n o t  d e b t .

S t e p  1* Enact leg is la tion  to  form  a spec ia l-purpose  s ta te  en tity  (e.g., the "A laska  Pens ion  Serv icing  C o rp ."  o r
F  ’ "APSC") to  serv ice  all or a portion  of the p a r t ic ip a tin g  local g o v e rn m e n ts 'p a y m e n ts  to  PERS o r  TRS

rela ted  to  the local g overnm en ts '  share  of the  UAAL.

S t e p  2 : Execute con trac t ("Local G overnm en t P ens ion  Serv icing  C on trac t" )  b e tw een  the p a r t ic ip a t in g  local
g o v e rn m e n ts  an d  the  APSC. Key provisions:

• The A PSC agrees  to  "*ct as a servicer for the  local g o v ern m en ts ;
• The local g o v e rn m e n ts  agree  to m ake  re la ted  pa )  m e n ts  to the APSC;
• The a m o u n t  a n d  tim ing  of contractual p a y m e n ts  a n d  rem e d ie s  for failure  to  pay;
• The A PSC agrees  to u n d e r ta k e  a receivables f inanc ing  to p rep ay  all o r  a portion  of the  local 

g o v e rn m e n ts '  shares  of the PERS or TRS UAAL;
• The pa r t ie s  agree that n o  local g o v ern m en t will be re sp o n s ib le  for the p a y m e n ts  of any  o th e r  local 

g o v e rn m e n t;  and
• Potentially , inc lude  d irect deposit m e ch an ism  to channe l S tate aid in to  d eb t  se n d e e  fund .

S t e p  3: The APSC issues con tract revenue  b o n d s  payab le  solely  from  A PSC's rece ip ts  p u r s u a n t  to  each
Local G o v e rn m e n t  Pension  Servicing C ontract.

S t e p  4 :  The APSC transfe rs  to PERS or TRS p roceeds  from  con trac t rev en u e  b o n d s  to  p rep ay  all or a p o r t io n
of the par t ic ip a tin g  local governm ents ' UAALs.
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P e n s i o n  F i n a n c i n g  S t r u c t u r e s

P r o p o s e d  A p p r o a c h  t o  a  F i n a n c i n g

1) G o v e r n m e n t  e n ti t ie s  w ith  UAAL.

2) S e rv ic in g  C o n tr a c t  o b lig a te s  e a c h  p a r t ic ip a t in g  g o v e r n m e n t  to  m a k e  p a y m e n ts  to  th e  A P S C , a n d  th e  A P S C  
to  is s u e  r e v e n u e  b o n d s  a n d  to  d e p o s i t  th e  p ro c e e d s  w ith  P E R S  o r  T E R S  to  p r e p a y  U A A L .

3) A P S C  is a n e w , sp ec ia l-  p u r p o s e  c o rp o r a t io n  o f th e  S ta te  th a t  c a n  (a) b y  c o n tr a c t ,  s e rv ic e  o b l ig a t io n s  o f 
lo ca l g o v e r n m e n ts  to  P E R S /T R S ; a n d  (b) c a n  is s u e  r e v e n u e  b o n d s  p a y a b le  so le ly  fro m  p a y m e n t s  r e c e iv e d  
fro m  th e  lo c a l g o v e rn m e n ts .

4) P re -p a y  o f  p e n s io n  lia b ility  o f  e a c h  p a r t ic ip a n t .

14
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P e n s i o n  F i n a n c i n g  S t r u c t u r e s

P e n s i o n  O b l i g a t i o n  B o n d  S e c u r i t y  S t r u c t u r e s

|  S u r v e y  o f  P e n s i o n  O b l i g a t i o n  B o n d  S e c u r i t y  S t r u c t u r e s

General Obligation Pension Obligation

Oregon
Pittsburgh

lndiana(1)

Illinois

LA County 
San Diego County 

New Orleans 

Sacramento County

Appropriation

New York 
New Jersey

Moral Obligation

Wisconsin

Dedicated Revenues

Philadelphia
Denver

H i g h e r  c r e d i t  q u a l i ty  g e n e ra l  o b l ig a t io n  b o n d s  a r e  m o r e  w id e ly  a c c e p te d  in  th e  m a rk e tp la c e .

W i t h  G O  b a c k i n g  n o t  feas ib le ,  th e  b o n d  c a n  b e  s t r u c t u r e d  as  a n  a p p r o p r i a t i o n  c r e d i t  o r  a  r e v e n u e  b o n d  s t r u c t u r e .

(I) Bonds secured by underlying pool of municipality GO bonds

1 5



P e n s i o n  F i n a n c i n g  S t r u c t u r e s

C r e d i t  C o n s i d e r a t i o n s

|  R a t i n g  A g e n c y  P e r s p e c t i v e s

• T h e  e s t i m a t e d  f u n d i n g  r a t io s  of 64% a n d  73% fo r  T R S a n d  PERS, r e s p e c t iv e ly ,  a s  of J u n e  20, 2003  a r e  a t  v e ry  lo w  

le v e ls ;  a p e n s i o n  o b l ig a t io n  b o n d  i s s u e  d e m o n s t r a t e s  th e  L oca l E n t i ty 's  in t e n t io n  to  a d d r e s s  th e  s i tu a t io n .

> L a r g e  u n f u n d e d  liab il i ty  c re a te s  th e  p o te n t i a l  fo r  u n e x p e c te d  f u t u r e  c a s h  c o n t r i b u t i o n s  to  th e  p la n .

• R a t in g  a g e n c ie s  w ill  g e n e ra l ly  v ie w  a p la n  to  a d d r e s s  th e  p e n s io n  l iab il i ty  in  a p o s i t iv e  l ig h t .

> G i v e n  th e  s t r u c t u r a l  n a t u r e  o f  th e  p e n s i o n  o b l ig a t io n ,  a b o n d  w il l  n o t  b e  v i e w e d  as  a n  e n t i r e ly  n e w  

o b l i g a t i o n ,  b u t  m u s t  b e  p a r t  o f  a r e a s o n a b l e ,  f o r w a r d  th in k in g  p la n  to  a d d r e s s  u n f u n d e d  p e n s io n  liab il i ty .

> C a r e f u l  a s s e s s m e n t  a n d  a p p r o p r i a t e  a d j u s t m e n t s  to  a c tu a r ia l  a s s u m p t i o n s ,  b e n e f i t  in c re a s e s ,  a n d  

c o n t r i b u t i o n  le v e ls  c a n  h e lp  d e m o n s t r a t e  to  th e  r a t i n g  a g e n c ie s  th a t  th e  p e n s io n  b o n d  is p a r t  o f  a 

c o m p r e h e n s i v e  a p p ro a c h .

• M o s t  i s s u e r s  o f  s iz e a b le  p e n s io n  o b l ig a t io n  b o n d  p r o g r a m s  h a v e  n o t  w i tn e s s e d  a r e s u l t in g  d e c l in e  in  ra t in g s .

• T h e  r a t i n g  a g e n c ie s  a r e  in te re s te d  in  s e e in g  a lo n g - t e r m  p la n  to  f u n d  th e  TR S ' a n d  th e  P E R S ' u n f u n d e d  liab ilities .  A 

p e n s i o n  o b l i g a t i o n  b o n d  is s u e  o n  its o w n  m a y  n o t  fu l ly  a d d r e s s  a n a ly s t s '  c o n c e rn s .



5 .  W o r k  P l a n



I  W h a t  h a s  h a p p e n e d  r e c e n t l y . . .

• H o u s e  a n d  S e n a t e  H e a r i n g s :  O v e r  t h e  p a s t  m o n t h ,  A l a s k a  p o l i c y m a k e r s  h a v e  d i s c u s s e d  n u m e r o u s  p o t e n t i a l  

s o l u t i o n s  t o  P E R S / T R S  u n d e r f u n d i n g .  P e n s i o n  f i n a n c i n g  is  o n e  o f  m a n y  s o l u t i o n s  t h a t  p o l i c y m a k e r s  h a v e  

e x p r e s s e d  a  d e s i r e  t o  e x p l o r e .

• G r o w i n g  L o c a l  I n t e r e s t :  M a n y  lo c a l  e n t i t i e s  a n d  s c h o o l  d i s t r i c t s  a r e  a t t r a c t e d  to  p e n s i o n  f i n a n c i n g  s o l u t i o n s .
F o r  i n s t a n c e ,  t h e  A l a s k a  M u n i c i p a l  L e a g u e  r e c e n t l y  r e c o m m e n d e d  t h a t  t h e  S ta ^ e  " c o n s i d e r  t h e  c r e a t i o n  o f  a  S t a t e  
a n d  L o c a l  R e t i r e m e n t  P e n s i o n  B o n d  C o r p o r a t i o n  to  f i n a n c e  t h e  P E R S / T R S  $5  B i l l io n  p a s t  l i a b i l i t y  w i t h  l o w  

i n t e r e s t  b o n d s .  E s t i m a t e d  b o n d  r a t e s  o f  5 .5  to  6%  c o u l d  s a v e  a n  e s t i m a t e d  o v e r  $ 1 0 0  m i l l i o n / y e a r  o n  t h e  
P E R S / T R S  u n f u n d e d  l i a b i l i t y  c u r r e n t l y  a t  8 .2 5 % ."

• T i e r  R e s t r u c t u r i n g :  T i e r  r e s t r u c t u r i n g  h a s  b e e n  d i s c u s s e d  a s  a  p a r t i a l  r e m e d y .  M o s t  s t a t e s  t h a t  h a v e  e x e c u t e d  

b o n d  s o l u t i o n s  h a v e  d o n e  s o  i n  c o n j u n c t i o n  w i t h  o t h e r  p r o g r a m m a t i c  c h a n g e s  ( s u c h  a s  T i e r  r e s t r u c t u r i n g )  t h a t  

h e l p e d  to  g e t  p e n s i o n  f u n d i n g  u n d e r  c o n t r o l .  W e  b e l i e v e  t h a t ,  m a t h e m a t i c a l l y ,  o u r  p e n s i o n  f i n a n c i n g  s a v i n g s  
s h o u l d  t>e a v a i l a b l e  1 - f o r - l  a g a i n s t  w h a t e v e r  T i e r  r e s t r u c t u r i n g  is  i m p l e m e n t e d .  A l s o ,  a  n e w  T i e r  t e n d s  t o  h e l p  
m o r e  in  t h e  f a r  f u t u r e ,  w h e r e a s  t h e  b o r r o w i n g  w o u l d  h a v e  a n  i m m e d i a t e  b e n e f i t .

• H i s t o r i c a l l y  L o w  R a t e s :  L o n g - t e r m  i n t e r e s t  r a t e s  h a v e  r e m a i n e d  a t  h i s t o r i c  l o w s ,  m a k i n g  p e n s i o n  b o n d  

f i n a n c i n g s  e x t r e m e l y  a t t r a c t i v e .

• I n c r e a s i n g l y  C o m m o n  F i n a n c i n g  T o o l :  M u n i c i p a l i t i e s  a n d  s c h o o l  d i s t r i c t s  a c r o s s  t h e  c o u n t r y  h a v e  i n c r e a s i n g l y  

e x e c u t e d  p e n s i o n  b o n d  f i n a n c i n g s  a n d  t h e r e b y  t a k e n  a d v a n t a g e  o f  t h e  a t t r a c t i v e  p o t e n t i a l  s a v i n g s  l e v e l s  i n  

t o d a y ' s  m a r k e t .  I n  t h e  p a s t  t w o  y e a r s  a l o n e ,  t h e r e  h a v e  b e e n  1 3 7  t a x a b l e  p e n s i o n  b o n d  f i n a n c i n g s  in  t h e  U S .



|  G o i n g  f o r w a r d ,  w h a t  n e e d s  t o  h a p p e n . . .

• C o n t i n u e d  D e v e l o p m e n t  o f  L e g a l  S t r u c t u r e :  I n  s e c t i o n  4  w e  d i s c u s s e d  p o t e n t i a l  l e g a l  s t r u c t u r e s  o f  a  p e n s i o n  

f i n a n c i n g .  N e x t  s t e p s  w o u l d  b e  t o  w o r k  w i t h  lo c a l  c o u n s e l  a n d  p o l i c y m a k e r s  t o  f o r m a l i z e  t h e  le g a l  s t r u c t u r e  

t h a t  w o u l d  w o r k  b e s t  f o r  t h i s  t y p e  o f  f i n a n c i n g .

• D r a f t i n g  a n d  A p p r o v a l  o f  E n a b l i n g  L e g i s l a t i o n :  M e r r i l l  L y n c h  c a n  w o r k  w i t h  a t t o r n e y s  t o  d r a f t  l e g i s l a t i o n  
a u t h o r i z i n g  a  p e n s i o n  b o n d  f i n a n c i n g .



W o r k  P l a n

K e y  F e a t u r e s  o f  L e g i s l a t i o n

|  L e g i s l a t i o n  c o u l d  be d r a f t e d  by l o c a l  c o u n s e l  t o . . .

• C r e a t e  A l a s k a  P e n s i o n  S e r v i c i n g  C o r p  ( " A P S C " )  a s  a  s u b s i d i a r y  o f  [ S ta t e  A g e n c y ] .

• D e v e l o p  n e c e s s a r y  g o v e r n a n c e  a n d  a s s i g n  s t a f f .  M o s t  l i k e ly  w o u l d  h a v e  c o n s i d e r a b l e  B o a r d  o v e r l a p  w /  [ S t a t e  
A g e n c y J ,  b u t  w o u l d  n e e d  i n d e p e n d e n t  d i r e c t o r s  to  p r e s e r v e  n e c e s s a r y  i n d e p e n d e n c e  a n d  b a n k r u p t c y  
p r o t e c t i o n .  C o u l d  s h a r e  a c c o u n t i n g ,  f i n a n c e  a n d  a d m i n i s t r a t i v e  s t a f f  w i t h  [ S ta t e  A g e n c y J .

• G i v e  A P S C  n e c e s s a r y  p o w e r s  a n d  r i g h t s  a s  a  g o v e r n m e n t  a g e n c y  t o  b o r r o w ,  c o n t r a c t ,  h i r e  s p e c i a l i s t s  a n d  
c o n t r a c t o r s  e t c .  M a y  d r a w  u p o n  t h e  r l r e a d y  e n u m e r a t e d  p o w e r s  o f  [S ta t e  A g e n c y ]  a n d  s u p p l e m e n t  w i t h  
c t d d i t i o n a l  f e a t u r e s  a s  n e e d e d .

• S p e c i f i c a l l y  a u t h o r i z e  s o m e  o f  t h e  v a r i o u s  i m p o r t a n t  f e a t u r e s  d i r e c t l y  a s s o c i a t e d  w i t h  t h e  A P S C  b o r r o w i n g  
p r o g r a m .  W o u l d  a u t h o r i z e  A P S C  to:

• e n t e r  i n t o  p e n s i o n  s e r v i c i n g  c o n t r a c t s  w 'i th  lo c a l  g o v e r n m e n t s ;

• p l e d g e  p o r t i o n s  o f  t h o s e  m u n i c i p a l  c o n t r a c t s  to  s e c u r e  t h e  p a y m e n t  o f  t h e  b o n d s  in  r e t u r n  f o r  b o n d  
p r o c e e d s ;

• d e p o s i t  b o n d  p r o c e e d s  w i t h  T R S  a n d  P E R S  b o a r d s  a s  a p p r o p r i a t e ;

• c o o p e r a t e  w i t h  a n d  r e q u e s t  h e l p  f r o m  a c t u a r i e s ;  a n d

• a c t  o n  b e h a l f  o f  lo c a l  g o v e r n m e n t s  in  m a k i n g  s u r e  p r o c e e d s  a r e  p r o p e r l y  t r a c k e d .

• S p e c i f i c a l l y  a u t h o r i z e  lo c a l  g o v e r n m e n t s  to  c o n t r a c t  w i t h  t h e  A P S C  u s i n g  t h i s  s t r u c t u r e .



Merrill Lynch

Global Markets & Investment Banking

Greg Sundberg
M an.tq inq Director
P /  fin ance  G roup

y y y  ir lira  Avenue Suite 3 6 1 0  
Seattle, W A  9 8 !  W  
2 0 6  8 3 0  6 0 2 6  D “ .ce 
2 0 6  4 6 S 8 9 0 /  M oo ile  
2 0 6  8 3 0  6 0 4 4  f a .  
g ipq sunriberqS r -  com



Presentation to:

State o f A laska: 
PERS/TRS Update

Pension O bligation Bonds

January 2006

M e r r i l l  L y n c h

G lo b a l  M a r k e t s  &  I n v e s t m e n t  B a n k i n g  G r o u p



S t a t e  o f  A l a s k a :  P E R S / T R S  U p d a t e
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|  T a b l e  o f  C o n t e n t s 1. E x e c u t i v e  S u m m a r y



E x e c u t i v e  S u m m a r y



E x e c u t i v e  S u m m a r y

W h y  a r e  w e  h e r e ?

|  P u b l i c  e m p l o y e r s  i n  i h e  S t a t e  o f  A l a s k a  a r e  f a c i n g  s u b s t a n t i a l  f u n d i n g  s h o r t f a l l s  r e l a t i v e  t o  

t h e i  o b l i g a t i o n s  ( o n  a n  a c t u a r i a l  b a s i s ) .

• - < ■: v
A l a s k a  P u b l i c  E m p l o y e r s  . .  v ;

P E R S / T R S  U n f u n d e d  L i a b i l i t y  a s  o f  J u n e  3 0 ,  2 0 0 4 *
•  . . * * -

• '  • - P resen t  V a lu e

Tota l  PERS $3,413 m i l l io n

Sta te  of  Alaska Share 2,023 mill ion

Munic ipa l i ty  of A ncho rage  Share** 462 mil lion

Fa i rbanks  N o r th  S ta r  Borough Share*** 70 mil lion

Citv & Borough  of  Juneau  Share 63 mill ion

Rem ain ing  185 E m p lo y e r s  C o m b in ed 794 mil l ion

Tota l  T R S $2,278 m i l l ion

* Based on Mercer Consulting Actuarial Report.
** Includes both Municipality o f  Anchorage and Anchorage School District Share
*** Includes both Fairbanks North Star Borough and Fairbanks North Star Borough School District Share



E x e c u t i v e  S u m m a r y

W h a t  i s  a  U A L ?

i W h a t  i s  a  U A L ?  \ c t u a r i a l  c o m p u t a t i o n s  c o m p a r e  t h e  c o s t s  o f  f u t u r e  b e n e f i t s  t o  a  p r o j e c t i o n  o f  

a s s e t s  a v a i l a b l e  t o  m e e t  t h o s e  c o s t s .  A  s h o r t f a l l  i s  k n o w n  a s  a n  U n a m o r t i z e d  A c t u a r i a l  L i a b i l i t y  

o r  U A L .

U A L  =
a »
J P V  o f  A s s u m e d  F u t u r e  

B e n e f i t  C o s t s  \  .

less

o f  A s s u m e d  W o r t h  o f . 

P a s t a n d :, O n g o , i n g  >  '  

C o n t r i b u t i o n s  ■ •

w

K e y  D i i v e r s:

• B e n e f i t  L e v e l s

• H e a l t h  C a r e  C o s t s

• E m p l o y m e n t  /  R e t i r e e  P a t t e r n s

C >

K e y  D r i v e r s :

• C o n t r i b u t i o n  L e v e l s

• E a r n i n g s  R a t e s

• A s s u m e d

• A c t u a l
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E x e c u t i v e  S u m m a r y

M a j o r  P o i n t s  o f  T h i s  P r e s e n t a t i o n

1 jSe^tioriH * v. • . /  j  * K e y  P o in t s  *  * 1
it ' ' ■/ J  • .. * * ; ■f. ‘ |

2
W h a t  is P e n s io n  

F in a n c in g ?

P e n s io n  f in a n c in g  is a n  v c r e a s in g ly  c o m m o n  tool th a t  a l l o w s  m u n ic ip a l  i s s u e r s  to  a m o r t i z e  

u n f u n d e d  p e n s io n  l iab i l i t ie s  a t  a l o w e r  in t e r e s t  r a te  t h a n  th e  r a te  a s s u m e d  b y  a c tu a r i e s

3
P o te n t ia l  S a v in g s  

A n a ly s is

T h e  p o te n t i a l  p r e s e n t ' p lu e  s a v in g s  f r o m  p e n s io n  f in a n c in g  a r e  s ign if ican t:*

• S y s t e m - W id e  PERS: $876  m il l io n  - $1 .16  b i l l io n  ( a p p r o x im a te ly  $100 m i l l io n  p e r  y e a r )  

• S y s t e m - W id e  1 RS: $586  - $761 m i l l io n  ( a p p r o x i m a t e l y  $64 m il l io n  p e r  y e a r )

4
R isk  A n a ly s is

P e n s io n  f in a n c in g  is n o t  w i t h o u t  r isk .

• T h e  p r in c ip a l  f in a n c ia l  r isk  is th a t  t h e  P E R S /T R S  i n v e s t m e n t  p o r t fo l io  r e t u r n s  le ss  th a n  
th e  in te r e s t  r a te  o n  t l v  b o n d s  (5.80?o) o v e r  t h e  20 -30  y e a r  life o f  th e  b o n d s .  A l th o u g h  
h is to ry  a r g u e s  a g a in s t  s u c h  a d i r e  i n v e s t m e n t  p ro je c t io n ,  th is  r e s u l t  is p o s s ib le

• P o li t ica l  d e v e l o p  R en ts  a n d / o r  r e t i r e m e n t  s y s t e m  c h a n g e s  f u n d a m e n t a l l y  a l t e r  l a n d s c a p e

5
I m p l e m e n t a t i o n
C o n s i d e r a t i o n s

T h e  e x a c t  legal f o r m  o f  p e n s io n  f in a n c in g  in  A la s k a  is s till u n c le a r .  110278 w o u l d  p r o v i d e  an  

a p p r o a c h  fo r  local g o v e r n m e n t s  to  f in a n c e  o n  t h e i r  o w n  o r  in  " p o o l s "  v ia  th e  B o n d  B ank. C e r t a in  

i s s u e r s  m a y  a lso  b e  a b le  to  f in a n c e  o n  a s t a n d - a l o n e  b a s is

0
O r e g o n  H x a m p le

I h is  t e c h n i q u e  h a s  b e e n  w id e l y  e m p l o y e d  a c r o s s  th e  US. In O r e g o n ,  th e  C ity  oi P o r t l a n d  i s s u e d  
p e n s io n  b o n d s  in 1999, o t h e r  m u n ic ip a l i t i e s  fo l lo w e d ,  a n d  f in a l ly  th e  S ta te  e x e c u te d  a p e n s io n  
f in a n c in g  fo r  its o w n  a c c o u n t  in 2003

* L ow er end n f  sav ings range oascd  on  8 .25%  PV rate. 1 lig lter end  o f  PV sav ings range based on 5 .8 0 %  PV rale. P lease see 
page 10 o f  this p resen ta tion  for im portant ilisc .osu re  o f  (lie ca lcu la tio n  o f  the num bers on th is page.
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W h a t  i s  P e n s i o n  F i n a n c i n g ?

O v e r v i e w

i
D e s c r i p t i o n

• A H  p u b l i c  e m p l o y e r s  m a k e  

a n n u a l  c o n t r i b u t i o n s  t o  f u t u r e  
b e n e f i t  c o s t s

• T h e s e  p a y m e n t s  a r e  b a s e d  o n  

a n  a c t u a r i a l  e v a l u a t i o n  o f  

f u t u r e  c o s t s  a n d  g o  i n  a n  

a c c o u n t  a t  P E R S / T R S

• W h e n  v a l u e  o f  t h i s  a c c o u n t  

f a l l s  b e l o w  t h e  e s t i m a t e  o f  

f u t u r e  o b l i g a t i o n s ,  t h e  

d i f f e r e n c e  is  k n o w n  a s  t h e  

U A L

• S t a t e - W i d e  " U A L  s" :*

• P E R S :  $ 3 .4  b i l l i o n

• T R S :  $ 2 .2  b i l l i o n

E c o n o m i c s

• T h e  U A L  is  ' r e p a i d '  o r  

a m o r t i z e d  to  P E R S / T R S  o v e r  3 0  

y e a r s ,  a s s u m i n g  a s s e t s  w i l l  e a r n  
8 .2 5 %

• E f f e c t i v e l y ,  t h e  P E R S / T R S  

a c c o u n t  i s  " l e n d i n g "  t h e  

e m p l o y e r  t h e  U A L  a t  a  l o a n  r a t e  
o f  8 .2 5 %

• W i t h  p e n s i o n  f i n a n c i n g ,  t h e  

e m p l o y e r  b o r r o w s ,  v ia  b o n d s ,  

m o n e y  to  f u n d  t h e  U A L  t o d a y .

It t h e n  r e p a y s  i n v e s t o r s  a t  a  r a t e  

l o w e r  t h a n  8 .2 5 %

• In  t o d a y ' s  m a r k e t ,  a n  e m p l o y e r  
c o u l d  b o  t o w  a t  a n  a l l - i n  t a x a b l e  

r a t e  ( i.e .  i n t e r e s t  r a t e  i n c l u d i n g  

a l l  f i n a n c i n g  c o s t s  o f  i s s u a n c e )  o f  
a p p r o x i m a t e l y  5 .8 0 %

C o n s i d e r a t i o n s

• C o m p l e x i t y  o f  a n a l y s i s  a n d  

c a s h  f l o w s

• R i s k  t h a t  s a v i n g s  w i l l  b e  l e s s  

t h a n  e x p e c t e d  (i.e .  i n v e s t m e n t  

r i s k  - s e e  s e c t i o n  4)

• C r e d i t  r a t i n g  r i s k  ( s e e  s e c t i o n  4)

• U n u s e d  t e c h n i q u e  in  A l a s k a  

( s e e  s e c t i o n s  4 &  5)

• L o c a l  a u t h o r i t y / l e g a l  

s t r u c t u r e

• P o l i t i c a l  u n c e r t a i n t y



W h a t  i s  P e n s i o n  F i n a n c i n g ?

G r o w t h  i n  P e n s i o n  F i n a n c i n g  S o l u t i o n s

|  A c c e p t a n c e  o f  p e n s i o n  f i n a n c i n g  s o l u t i o n s  h a s  g r o w n  c o n s i d e r a b l y  o v e r  t h e  p a s t  f o u r  y e a r s .

As taxable fixed rates have dropped 'to historic lows... *..pension financing solutions have become common.

10-Year Treasury Taxable Pension Bond Financings

Financings 

80

2 0 0 0  2001  2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5

M any other m unic ipa lities and states -  includ ing I llin o is , W isconsin and Oregon -  have implemented pension 
financings to help solve state-w ide underfunding. The C ity  o f  P ortland  issued pension bonds in  1999 (senior 

managed by current M e rr il l Lynch bankers), a fte r which other m un ic ipa lities and the State then fo llow ed .



3 .  P o t e n t i a l  S a v i n g s  A n a l y s i s



r

P o t e n t i a l  S a v i n g s  A n a l y s i s

U A L  P a s t  S e r v i c e  R a t e  R e p l a c e d  b y  L o w e r - C o s t  B o n d  D e b t  S e r v i c e

Status Quo

E m p l o y e r s

Consolidated/ 
Normal Cost 

Rate

T

I

I

♦

T

I

I

I

Past Service Rate

•  P E R S / T R S

.  *

Pension Financing

/  V 5 P .

- E m p l o y e r s

® T

Consolidated/ 
Normal Cost 

Rate

T

ll Debt Service in 
| Lieu of Past
| Service Rate

2 b

Proceeds of 
Bonds Pre-pay 
DAL Upfront

( J )  " S t a y i n g  C u r r e n t " :  A n n u a l  c o s t  o f  f u t u r e  b e n e f i t s  f o r  c u r r e n t  a n d  f u t u r e  e m p l o y e e s .

( 2 )  ' G e t t i n g  C a u g h t  U p " :  A m o r t i z a t i o n  o f  p a s t  u n d e r - f u n d i n g  o f  f u t u r e  b e n e f i t s  n o t  y e t  p r o v i d e d  fo r .



P o t e n t i a l  S a v i n g s  A n a l y s i s

S y s t e m - W i d e  P E R S  ( $ 3 . 4  b i l l i o n  U A L ) ’

I 2009 Estimated Pension Costs
Status Quo

Consolidated Rate (x):
Past Service Rate (y):
Debt Service on Pension Bonds (z):

$233,009,263

d276,932,ijg>
N/A

Total Estimated Pension Costs (x+y): $509,941,444

After Pension Financing
Consolidated Rate (x):
Past Service Rate (y):
Debt Service on Pension Bonds (z):

Total Estimated Pension Costs (x+z):

$233,009,263
N/A

;$200,192,5T2~^)

$433,201,775

2 0 0 9 J C ) if l fe re n c e :  $ 7 6 .7  m i l l i o n

Estimated Present Value Savings■ ■ - - i ■ — — i ■ ——— ————  .I i . — j i

Status Quo
PV of Past Service: Rata: \

ifi
$3,413,502,000

After Pension Financing
PV of Debt Service on Pension Bor. is: $2,536,552,430

2 0 0 6 - 2 0 3 0  P V  D i f f e r e n c e :  $ 8 7 6 .9  m i l l i o n * *

Note th a t the above numbers are system-wide numbers w h ich  assume the entire unfunded l ia b il i ty  is 
financed. The im pact f o r  a specific employer w ou ld  depend on th a t employer's p a rticu la r unfunded l ia b i l i ty ,

•*  x 25% PV rale
* Please see payi 10 of this presentation for important disclosure on our calculation of the numbers on this page.



P o t e n t i a l  S a v i n g s  A n a l y s i s

S y s t e m - W i d e  T R S  ( $ 2 . 2  b i l l i o n  U A L ) ’

i 2009 E stim ated  Pension Costs

Status Quo
Normal Cost Rate (x):
Past Service Rate (y):
Debt Service on Pension Bonds (z):

Total Estimated Pension Costs (x+y):

$84,254,490
^ T 8 5 . 9 0 q i j 3 >

N/A

$270,154,603

After Pension Financing
Normal Cost Rate (x):
Past Service Rate (y):
Debt Service on Pension Bonds (z):

Total Estimated Pension Costs (x+z):

$84,2G4,490
_______ N/A

Q ^3S,290,46g>

$222,5^4,956

2 0 0 9  D i f f e r e n c e :  $ 4 7 .6  m i l l i o n

E stim ated  Present V a lue  Savings

Status Quo
PV of Past Service Rate: $2,278,230,000

After Pension Financing
PV of Debt Service on Pension Bonds: $1,692,037,245

2 0 0 6 - 2 0 3 0  P V  D i f f e r e n t :  $ 5 8 6 .1  m i l l i o n ’

Note th a t the above numbers are system-wide numbers which assume the entire unfunded l ia b il i ty  is 
financed. The im pact fo r  a specific employer w ou ld  depend on th a t employer's p a rticu la r unfunded lia b ility .

• •  8 25% I’V rale
* Please see page 10 o f this presentation for important disclosun on our calculation of the numbers on this page.



P o t e n t i a l  S a v i n g s  A n a l y s i s

P o t e n t i a l  E m p l o y e r  C o n t r i b u t i o n  R a t e  I m p a c t *

|  P e n s i o n  f i n a n c i n g  c o u l d  d r o p  c o n t r i b u t i o n  r a t e s  f o r  e m p l o y e r s  s i g n i f i c a n t l y  a n d  i m m e d i a t e l y .

Syste,m-Wide PERS  ,i a p - % Sys tem -W ide  TRS

35%

2 30% *1 £

ajoc
c
oo

25%

20%
Ol

I -

10%

r ~

7 Z Z T 3 Z 3 T —
V u

U f \g g
u  / A v e r a g e  A  o f  3 .8 5 %

1 o r  $ 1 0 3  m i l l i o n  p e r  y e a r1 /

#  /  ^  ^  ^  ^  /  

—  PERS - No Financing PEPS - Financing

^  ^  ^  ^  ^  ^  $  

- TRS - No Financing ■ TRS Financing

( I I I  mver end o f savings range based on K ? s° „ |>v rale Higher end ol l*V savings range based on 5 SO",. |*V rale
* Please see page 10 of this presentation for important disclosure on our calculation of the numbers on this page.



D i s c l a i m e r

I
P l e a s e  n o t e  t h a t  t h e  n u m b e r s  o n  p a g e s  3 ,  7 -9 ,  a n d  2 6 -2 9  o f  t h i s  p r e s e n t a t i o n  a r e  M e r r i l l  L y n c h ' s  b e s t  e s t i m a t e  o f  

f u t u r e  p e n s i o n  f i n a n c i n g  s a v i n g s  a n d  e m p l o y e r  c o n t r i b u t i o n  r a t e s  b a s e d  o n  i n f o r m a t i o n  i n  t h e  P E R S / T R S  

A c t u a r i a l  V a l u a t i o n  R e p o r t  a s  o f  J u n e  3 0 ,  2 0 0 4  ( i n c l u d i n g  s u p p l e m e n t a l  r e p o r t ) .  It s h o u l d  b e  n o t e d  t h a t  f u t u r e  

e m p l o y e r  c o n t r i b u t i o n  r a t e s  w i l l  b e  c a l c u l a t e d  b y  t h e  P E R S / T R S  a c t u a r y ,  n o t  M e r r i l l  L y n c h .  In  a d d i t i o n ,  f u t u r e  

e m p l o y e r  c o n t r i b u t i o n  r a t e s  w i l l  b e  i n f l u e n c e d  b y  u n p r e d i c t a b l e  e v e n t s  s u c h  a s  i n v e s t m e n t  p o r t f o l i o  r e t u r n s ,  

h e a l t h  c a r e  c o s t  a s s u m p t i o n s  a n d  e x p e r i e n c e ,  d e m o g r a p h i c  c h a n g e s ,  a n d  o t h e r  f a c t o r s  w h i c h  i m p a c t  t h e  f u n d i n g  

l e v e l s  o f  t h e  P E R S / T R S  s y s t e m .  F o r  i n s t a n c e ,  if  t h e  P E R S / T R S  i n v e s t m e n t  p o r t f o l i o  r e t u r n s  l e s s  o n  a n  a v e r a g e  

a n n u a l  b a s i s  t h a n  t h e  a c t u a r i a l  a s s u m p t i o n  o f  8 .2 5 % ,  f u t u r e  e m p l o y e r  c o n t r i b u t i o n  r a t e s  w i l l  l i k e l y  b e  h i g h e r  t h a n  

t h e  p r o j e c t e d  e m p l o y e r  c o n t r i b u t i o n  r a t e s  p r o v i d e d  ip  t h i s  p r e s e n t a t i o n .  In  a d d i t i o n ,  if  t h e  p r o c e e d s  f r o m  a  

p e n s i o n  b o n d  f i n a n c i n g  e a r n  le s s  o n  a n  a v e r a g e  a n n u a l  b a s i s  t h a n  t h e  i n t e r e s t  r a t e  o n  t h e  p e n s i o n  b o n d s  f o r  t h e  

life  o f  t h e  b o n d s ,  t h e  e n t i t y  i s s u i n g  t h e  p e n s i o n  b o n d s  c o u l d  b e  w o r s e  o f f  t h a n  h a d  it n o t  i s s u e d  t h e  b o n d s .





R i s k  A n a l y s i s

K e y  V a r i a b l e s  U n d e r l y i n g  U A L  C a l c u l a t i o n  

|  P a y i n g  o f f  t h e  U A L  i s  t h e  f u n d a m e n t a l  o b j e c t i v e .  W h a t  k e y  d r i v e r s  c o u l d  c h a n g e  t h e  U A L ?

Actual' 
Earnings Rate

W h a t  i n v e s t m e n t  r a t e  w i l l  a s s e t  
a c t u a l l y  e a r n ?

• N o  c e r t a i n t y .  O n l y  a s s u m p t i o n s  

b a s e d  o n  h i s t o r i c a l  r e t u r n s .  S e e  

h i s t o r i c a l  a v e r a g e s  o n  p a g e  15



R i s k  A n a l y s i s

H o w  d o  w e  e v a l u a t e  f i n a n c i a l  s u c c e s s  o f  a  f i n a n c i n g  a p p r o a c h ?

|  I s  i t  i m p o r t a n t  t o  i d e n t i f y  i n c r e m e n t a l  r i s k  a s s o c i a t e d  w i t h  t h e  f i n a n c i n g .

• T h e  P E R S  S y s t e m  h a s  n e t  a s s e t s  o f  $ 8 . 5 9  b i l l i o n  a n d  t h e  T R S  S y s t e m  h a s  n e t  a s s e t s  o f  $ 4 . 0 2  b i l l i o n

• A l l  o t h e r  t h i n g s  e q u a l ,  w h e n  t h o s e  a s s e t s  e a r n  <  8 . 2 5 % ,  t h e  U A L  g o e s  u p

• I n  a  b o n d  s c e n a r i o ,  y o u  f i n a n c e  y o u r  c o n t r i b u t i o n  a t  5 . 8 0 %  i n  t o d a y ' s  m a r k e t

• A s  l o n g  a s  t h o s e  b o n d - f u n d e d  a s s e t s  e a r n  m o r e  t h a n  5 . 8 0 % ,  y o u  a r e  b e t t e r  o f f  t o r  h a v i n g  

b o r r o w e d

A s s e t  

I n v e s t m e n t  

Y ie ld  (% )

H a p p y  o v e r a l l

H a p p y  w i t h  p e n s i o n  b o n d s  b u t  U A L  m a y  s t i l l  g o  u p



I

Financing
R is k

R i s k  A n a l y s i s

S u m m a r y  o f  O t h e r  K e y  R i s k -

•J im

R is k  t h a t  p r o c e e d s  c o n t r i b u t e d  

u p f r o n t  c o u l d  e a r n  l e s s  t h a n  t h e  

b o n d  r a t e

R is k  t h a t  a d d i t i o n a l  d e b t  c o u l d  

n e g a t i v e l y  i m p a c t  b o n d  c r e d i t  

r a t i n g s

C u s t o m a r y  f i n a n c i a l  m a r k e t  r i s k s ;  

m a r k e t  t i m i n g ;  d i s c l o s u r e ;  s t a f f  
t i m e

H i s t o r i c  i n v e s t m e n t  p e r f o r m a n c e  

H i s t o r i c a l l y  l o w  b o r r o w i n g  r a t e  

S e e  n e x t  t w o  s l i d e s

R a t i n g  a g e n c i e s  s u p p o r t  w e l l -  

s t r u c t u r e d  p e n s i o n  f i n a n c e  

p r o g r a m s  ( s e e  p a g e  16)

N o  d i f f e r e n t  t h a n  a n y  o t h e r  f i n a n c i n g  

u n d e r t a k e n  f o r  s a v i n g s ,  w i t h  

e x c e p t i o n  o f  h i g h e r  f i n a n c i n g  c o s t s  

d u e  to  n e w  a n d  m o r e  c o m p l e x  c r e d i t

R i s k  o f  a n  i n d i v i d u a l  e m p l o y e r  

t a k i n g  t h e  l e a d  a h e a d  o f  a 

S t a t e w i d e  s o l u t i o n

W h a t  if a n  e m p l o y e r  b o r r o w s  a n d  

S t a t e  f u n d s  U A L  l a t e r  t h r o u g h  b o n d s  

o r  c a s h  c o n t r i b u t i o n ?

W h a t  if  S t a t e  p r o v i d e s  c r e d i t  s u p p o r t  

to  p e n s i o n  b o n d s  a f t e r  a n  e m p l o y e r  

s e l l s  b o n d s ?



|  B e t w e e n  1 9 9 2  a n d  2 0 0 3 ,  i n c r e a s i n g  l i a b i l i t i e s  — n o t  p o o r  i n v e s t m e n t  p e r f o r m a n c e  — c a u s e d  t h e  

m o s t  d a m a g e  t o  t h e  P E R S / T R S  s y s t e m .

R i s k  A n a l y s i s

I n v e s t m e n t  R i s k

C h a n g e s .  i $  A s s e t s .  I n c l u d e :  e.

I n v e s t m e n t  p e r f o r m a n c e  

(i.e . i n v e s t m e n t  r i s k )

C h a n g e s  in  L i a b i l i t i e s  I d e l u d e :

• H e a l t h  b e n e f i t s  c o s t  

e x p e r i e n c e

• H e a l t h  a s s u m p t i o n  

c h a n g e s

• P l a n  c h a n g e s

• D e m o g r a p h i c  e x p e r i e n c e

• N o n - h e a l t h  c h a n g e s

/  * D r i v e r s  of P E R S / T R S  F u n d in g ;  R ^ t io  Changed (1992-2003) • . 1

PERS
Change in Fi nded Status

TRS
Change in Funded Status

Change Due to Assets

Change Due to Liabilities -18.5% -26.6%

Total Change in Funded Status -22.3% -29.3%



R i s k  A n a l y s i s

I n v e s t m e n t  R i s k

|  A s  l o n g  a s  t h e  b o n d  p r o c e e d s  t h a t  a r e  i n v e s t e d  i n  P E R S / T R S  y i e l d  m o r e  ( o v e r  t h e  2 0 - 3 0  y e a r  l i f e  

o f  t h e  b o n d s )  t h a n  t h e  b o n d  r a t e ,  y o u  a r e  b e t t e r  o f f  f i n a n c i a l l y  f o r  h a v i n g  b o r r o w e d .

C o m p o u n d e d  A n n u a l  R e tu rn  O v e r  20-Year P e r io d s  o f  P o rtfo lio  o f  70% S to ck s  a n d  30% Bonds*

W ith  the exception o f the 20-year penods beginning in  1928 and 1929, a 70% s to c k /30% bond p o rtfo lio  
since 1926 has a lw ays returned more than today's assumed pension bond raie.

'  C om p ou n d ed  m utua l re tu rn s  fro n t Ib b o tson  A ssoc ia te s  " 2 0 0 4  Y e a rb o o k " . P o r t fo l i o  c om p rise d  o f  7 0 %  s to cks  (2 / 3  la rg e  cap and  1/3 sm a l 
.d p ) and  3 0 %  lo n g -te rm  c o rp o ra te  b onds .

15



R i s k  A n a l y s i s

C r e d i t  R i s k :  D o e s  p e n s i o n  f i n a n c i n g  d a m a g e  c r e d i t  r a t i n g s ?

|  R a t i n g  A g e n c y  P e r s p e c t i v e s

• C o m m o n  T o o l :  O v e r  1 6 0  ♦ a x a b l e  p e n s i o n  f i n a n c i n g s  i n  p a s t  3  y e a r s ,  w h i c h  a r e  h e l p f u l  c a s e  

s t u d i e s  o n  c r e d i t  i m p a c t .

• M a i n t e n a n c e  o f  E x i s t i n g  R a t i n g s  C o m m o n :  P e n s i o n  b o n d s  s i m p l y  r e p l a c e  t h e  ' ' s o f t "  f u t u r e  

l i a b i l i t y  o f  h i g h  e m p l o y e r  c o n t r i b u t i o n s  w i t h  a  " h a r d "  f u t u r e  l i a b i l i t y  o f  b o n d  d e b t  p a y m e n t s .  T o  

m a i n t a i n  r a t i n g s ,  i s s u e r s  m u s t :

• S t r u c t u r e  p e n s i o n  b o n d s  c o n s e r v a t i v e l y  t o  a c h i e v e  e q u a l  e m p l o y e r  s a v i n g s  o v e r  t i m e ;

• U s e  c o n s e r v a t i v e  a c t u a r i a l  a s s u m p t i o n s  i n  t h e i r  s a v i n g s  c a l c u l a t i o n s ;

• I n c o r p o r a t e  p e n s i o n  b o n d s  a s  o n e  t o o l  o f  a  l a r g e r ,  c o m p r e h e n s i v e  p e n s i o n  p l a n ;

• E x a m p l e :  C i t y  o f  P o r t l a n d  m a i n t a i n e d  A A A  G O  r a t i n g  a n d  A a 2  l i m i t e d - t a x  r a t i n g  a f t e r  

p e n s i o n  b o n d s .

• L i m i t e d  P o t e n t i a l  f o r  A d v e r s e  C r e d i t  I m p a c t :  I l l i n o i s  d o w n g r a d e d  t o  c r e d i t  " n e g a t i v e "  b y  S & P  

a n d  d o w n g r a d e d  f r o m  A a 2  t o  A a 3  b y  M o o d y ' s .  S & P  c i t e d  n u m e r o u s  r e a s o n s  f o r  d o w n g r a d e ,  

i n c l u d i n g  " a  r e l i a n c e  o n  one-tim e  revenues, in c lu d in g  $2 b il l io n  in  pens ion  o b lig a tio n  bonds, t o  b a l a n c e  

t h e  2 0 0 3  a n d  2 0 0 4  b u d g e t s . "  T h a t  s a id ,  d o w n g ra d e  w o u ld  l i k e ly  h a v e  h a p p e n e d  . ve n  w i t h o u t  

p e n s io n  b o n d s .

1 6



5 .  I m p l e m e n t a t i o n  C o n s i d e r a t i o n s



I m p l e m e n t a t i o n  C o n s i d e r a t i o n s

B o n d  F u n d i n g  S o l u t i o n s

Q u e s t i o n :  H o w  c a n  l o c a l  g o v e r n m e n t s  -  s c h o o l  d i s t r i c t s ,  m u n i c i p a l i t i e s  o r  m u n i c i p a l  

e n t e r p r i s e s  -  p r e - p a y  t h e i r  u n f u n d e d  a c c r u e d  a c t u a r i a l  l i a b i l i t i e s  ( U A L )  w i t h o u t  

i n c u r r i n g  " d e b t " ?

G e n e r a l  O b l i g a t i o n  B o n d s :  S t a t e  C o n s t i t u t i o n  r e q u i r e s  f u n d i n g  a  " c a p i t a l  

i m p r o v e m e n t . "  O f  n o t e :  m a n y  p u b l i c  e n t i t i e s  o u t s i d e  o f  A l a s k a  c a n  u s e  G O  
B o n d s  f o r  p e n s i o n  f i n a n c i n g s .

R e v e n u e  B o n d s :  R e q u i r e  a  s e p a r a b l e ,  p l e d g e a b l e  r e v e n u e  s t r e a m .

P o t e n t i a l

S o T t r n o m

D e b t  I s s u e d  V i a  F u n d i n g  C o n d u i t :  L o ca l co n trib u tio n s  to  PERS/TRS n o t 
considered debt. M u n i c i p a l i t i e s  a g r e e  t o  m a k e  a n n u a l  P E R S / T R S  p a y m e n t s  to  
f u n d i n g  c o n d u i t .  F u n d i n g  c o n d u i t  s e l l s  p e n s i o n  b o n d s .  P e n s i o n  b o n d  

p r o c e e d s  p r e - f u n d  a c c r u e d  l i a b i l i t i e s .  F u n d i n g  c o n d u i t  d i v i d e s  t h o s e  p a y m e n t s  

b e t w e e n  t h o s e  g o i n g  to  d e b t  s e r v i c e  o n  b o n d s  a n d  p a y m e n t s  t o  P E R S / T R S .  

C o n d u i t  c o u l d  b e  S t a t e - w i d e  o r  c r e a t e d  b y  a n  i n d i v i d u a l  e m p l o y e r .

A p p r o p r i a t i o n  B o n d s  B y  L a r g e r ,  W e l l - R a t e d  M u n i c i p a l i t i e s :  It is  d e b a t a b l e ,  

b u t  s o m e  l a w y e r s  d o  n o t  c o n s i d e r  a p p r o p r i a t i o n - b a c k e d  d e b t  to  b e  G O  d e b t ,  

s i n c e  d e b t  p a y m e n t s  a r e  n o t  b a s e d  o n  f u l l  f a i t h  a n d  c r e d i t  o f  m u n i c i p a l i t y .



I m p l e m e n t a t i o n  C o n s i d e r a t i o n s

D e b t  I s s u e d  V i a  F u n d i n g  C o n d u i t

M u l t i p l e  L o c a l  

- F m  p l o v e r s $

o r

j i n g l e  V \  

E m p l o y e r

\ / A n n u a l  C o n t r a c t u a l  

P E R S / T R S  P a y m e n t s

$

$
A n n u a l  C o n s o l i d a t e d  /  
N o r m a l  C o s t  P a y m e n t s

%P e n s i o n  S e r v i c i n g *  

C o r p o r a t i o n
• P E R S / T R S

O b l i g a t i o n  to  m a k e  
c o n t r i b u t i o n s  t o  P E R S / T R S  

i s  " c o n t r a c t u a l "  b u t  i s  n o t  

c o n s i d e r e d  " d e b t "

B o n d  D e b t  

S e r v i c e

$

t  \  B o n d\
$  \ s P r o c e e d s  

B o n d  \I1 P r o c e e d s  \

I

B o n d  7 ’r u s t e e

$

B o n d  D e b t  

S e r v i c e

t  $

I B o n d  

|  P r o c e e d s

I

C o u l d  b e  a  S t a t e  e n t i t y  o r  
a n  e n t i t y  s e t  u p  b y  a n  

i n d i v i d u a l  e m p l o y e r

I n v e s t o r s

R epresenta tive  H a w k e r in trodu ce d  H ouse B i l l  N o . 278 (inc luded  as A p p e n d ix  B) la s t A p r i l  w h ich  w o u ld  
m ake the B on d  B ank the " Pension S erv ic ing  C o rp o ra t io n "  (red  box above) f o r  m u lt ip le  lo c a l en tities . 
The b i l l  w i l l  rem ain  a c tiv e  m  the upcom ing  session. C e rta in  em ployers such as the M u n ic ip a l i ty  o f  
Anchorage w o u ld  p ro b a b ly  n o t need the B ond  B a n k  i f  i t  chose to  issue pension bonds on its  own.



I m p l e m e n t a t i o n  C o n s i d e r a t i o n s

K e y  A s p e c t s  o f  H o u s e  B i l l  N o .  2 7 8

i
E n t i t l e s  B o n d  B a n k  o r  B o n d  B a n k  S u b s i d i a r y  t o  a s s i s t  g o v e r n m e n t  e m p l o y e r s  b y  i s s u i n g  

b o n d s  t o  e n a b l e  e m p l o y e r s  t o  p r e - p a y  u n f u n d e d  l i a b i l i t i e s  o f  r e t i r e m e n t  s y s t e m s .

A u t h o r i z e s  g o v e r n m e n t  e m p l o y e r s  t o  c o n t r a c t  w i t h  — a n d  t o  i s s u e  b o n d s ,  n o t e s ,  o r  

c o m m e r c i a l  p a p e r  t o  — t h e  B o n d  B a n k  o r  B o n d  B a n k  S u b s i d i a r y  f o r  t h a t  p u r p o s e .

S p e c i f i e s  n o  e x p e c t a t i o n  o f  s u b s i d i z a t i o n  w i t h  S t a t e  f u n d s .

C o n s o l i d a t e d  b o n d - b a s e d  a p p r o a c h  p r o v i d e s  m u n i c i p a l i t i e s  w i t h  u n i f i e d  s o l u t i o n .

B o n d s  i s s u e d  b y  t h e  B o n d  B a n k  a r e  a d d i t i o n a l l y  s e c u r e d  b y  a  M o r a l  O b l i g a t i o n  o f  t h e  S t a t e .  

T h a t  s a i d ,  n o n e  o f  o u r  d i s c u s s i o n s  w i t h  t h e  S t a t e  h a v e  c o n t e m p l a t e d  a  S t a t e  m o r a l  o b l i g a t i o n  

t o  b a c k  l o c a l  p e n s i o n  b o n d s .



r

I m p l e m e n t a t i o n  C o n s i d e r a t i o n s

N e x t  S t e p s

I
• R e s p o n d  t o  f e e d b a c k  f r o m  l e g i s l  ' . t o r s  a n d  g o v e r n m e n t  o f f i c i a l s ,  f u i t h e r  r e f i n e  a n a l y s i s

• D e v e l o p  d e t a i l e d  l e g a l  a p p r o a c h

• D i s c u s s  1 1 B 2 7 8  w i t h  l e g i s l a t o r s

• D i s c u s s  w i t h  D e p a r t m e n t  o f  l v  v n u e



6 .  O r e g o n  E x a m p l e



O r e g o n  E x a m p l e

C a . , d  S t u d y :  P e n s i o n  O b l i g a t i o n  F i n a n c e  i n  O r e g o n  

|  O v e r  $ 6 . 2  P i l l i o n  o f  p e n s i o n  o b l i g a t i o n  b o n d s  h a v e  b e e n  i s '  l e d  i n  O r e g o n  s i n c e  1 9 9 9

■ A  w i d e  r a n g e  o f  p u b l i c  e m p l o y e r s  h a v e  i s s u e d  p e n s i o n  b o n d s :

■ T h e  S t a t e

* T h e  C i t y  o f  P o r t l a n d

■ M u l t n o m a h  C o u n t y  ( t h e  C o u n t y  t h a t  P o r t l a n d  s i t s  i n )

■ S c h o o l  D i s t r i c t s

■ P o r t  o f  P o r t l a n d

■ I n  O r e g o n ,  U A L ' s  w e r e  d r i v e n  b y :

■ C h a n g e s  i n  t a x a b i l i t y  o f  b e n e f i t s

■ M i s m a t c h e d  i n v e s t m e n t  o p t i o n s :  e m p l o y e e  v s .  e m p l o y e r  c o n t r i b u t i o n s

■ I n c r e a s e d  c o s t  o f  b e n e f i t s

■ A  v a r i e t y  o f  a l t e r n a t i v e s  h a v e  b e e n  u s e d  i n c l u d i n g  s t a n d  a l o n e  a n d  p o o l e d  f i n a n c i n g s  a n d  

f i x e d  a n d  v a r i a b l e  d e b t



O r e g o n  E x a m p l e

T h e  C i t y  o f  P o r t l a n d ' s  A p p r o a c h

|  T h e  C i t y  i s s u e d  $ 3 5 0  m i l l i o n  o f  p e n s i o n  b o n d s  ' n  1 9 9 9

■ A t  t h e  t i m e ,  t h e  C i t y ' s  U A L  h a d  r o u g h l y  d o u b l e d  t o  $ 2 6 0  m i l l i o n  o v e r  a  t w o  y e a r  p e r i o d

■ P o r t l a n d ' s  c o n t r i b u t i o n  r a t e  w a s  s l a t e d  t o  i n c r e a s e  b y  r o u g h l y  7 %

■ G i v e n  t h e  s t r o n g  s t o c k  m a r k e t  a t  t h e  t i m e  a n d  t h e n - c u r r e n t  l o w  b o r r o w i n g  r a t e s ,  t h e  C i t y  

c h o s e  t o  i s s u e  P O B s

■ A t  t h e  t i m e ,  t h e  s t o c k  m a r k e t  h a d  e n j o y e d  a  s t r o n g  r u n  a n d  b o r r o w i n g  r a t e s  w e r e  a t t r a c t i v e



O r e g o n  E x a m p l e

T h e  C i t y  o f  P o r t l a n d ' s  R e s u l t s

|  T h e  C i t y  f u n d e d  1 0 0 %  o f  t h e i r  U A L  w i t h  a  c o m b i n a t i o n  o f  f i x e d  a n d  v a r i a b l e  r a t e  d e b t

■ D e b t  s e r v i c e  w a s  s t r u c t u r e d  t o  m i r r o r  t h e  a n n u a l l y - i n c r e a s i n g  e m p l o y e r  c o n t r i b u t i o n  

s c h e d u l e

■ T h e  C i t y  c h o s e  t o  s t r u c t u r e  i t s  s a v i n g s  i n  t h e  e a r l y  y e a r s  t o  m i t i g a t e  a n  o t h e r w i s e  l a r g e  

i n i t i a l  j u m p

■ V a r i a b l e  r a t e  d e b t  w a s  i s s u e d  t o  m i n i m i z e  t h e  o v e r a l l  c o s t  o f  f u n d s

■ T h e  C i t y  h a s  c l o s e l y  m o n i t o r e d  i t s  s a v i n g s

F l o a t i n g  R a t e  v s .  F i x e d  R a t e

B reak-E ven

\imvo , ^  Fixed Rate
A ctual

10.0(1% F i x e d  R a t e  i------------------------------------------------------



O r e g o n  E x a m p l e

P o o l e d  L o c a l  G o v e r n m e n t s  a n d  t h e  S t a t e  I s s u e  P O B s

|  S i n c e  t h e  C i t y ' s  f i n a n c i n g ,  M u l t n o m a h  C o u n t y ,  t h e  S t a t e  a n d  m a n y  l o c a l  g o v e r n m e n t s  h a v e

f o l l o w e d  s u i t

■ P e n s i o n  r e f o r m  i n  O r e g o n  c o r r e c t e d  t h e  " m o n e y  m a t c h "  m i s m a t c h  i n  2 0 0 1  a n d  p r o v i d e d  a  

l e s s  c o s t l y  s u c c e s s o r  p l a n  f o r  f u t u r e  e m p l o y e e s

■ L e g i s l a t i o n  w a s  a l s o  p a s s e d  w h i c h  a l l o w e d  f o r  l o c a l i t i e s  t o  f o r m  p o o l s  f o r  t h e  p u r p o s e s  o f  

i s s u i n g  p e n s i o n  b o n d s

■ P O B s  t o t a l i n g  e v e r  $ 5 . 9  b i l l i o n  h a v e  b e e n  i s s u e d  s i n c e  1 9 9 9  f o r  M u l t n o m a h  C o u n t y ,  p o o l s  o f  

s c n o o l  d i s t r i c t s ,  s m a l l  c i t i e s  a n d  d i s t r i c t s  a n d  t h e  S t a l e

■ A s  m o r e  p e n s i o n  p a p e r  h a s  b e e n  i s s u e d  l o c a l l y  a n d  n a t i o n a l l y ,  o v e r a l l  s p r e a d s  h a v e  c o m e  

d o w n  f r o m  r o u g h l y  2 %  o v e r  T r e a s u r i e s  t o  1 %  o v e r

’X
\



O r e g o n  E x a m p l e

L e s s o n s  L e a r n e d

|  T h e  O r e g o n  c a s e  s h o w s  t h a t  a  P O B  m a r k e t  c a n  d e v e l o p  q u i c k l y  i n  a  s t a t e  w i t h  s u b s t a n t i v e  

s y s t e m a t i c  i s s u e s

■ P o l i t i c a l  l e a d e r s h i p  w a s  r e q u i r e d  b y  t h e  C i t y  o f  P o r t l a n d

■ A  s t r o n g ,  c r e d i t - w o r t h y  e n t i t y  c a n  f i n a n c e  o n  i t s  o w n

■ T h e  p o o l e d  a p p r o a c h  w o r k s  b u t  p r i m a r i l y  b e n e f i t s  s m a l l e r ,  l e s s  c r e d i t - w o r t h y  a n d  l e s s  

s o p h i s t i c a t e d  i s s u e r s

■ T h e  e c o n o m i c  b e n e f i t s  o f  t h i s  a p p r o a c h ,  t h o u g h  n e v e r  g u a r a n t e e d ,  h a v e  m a t e r i a l i z e d  f o r  

P o r t l a n d



A p p e n d i x  A :  D e t a i l e d  S a v i n g s  A n a l y s i s



r

A p p e n d i x  A :  D e t a i l e d  S a v i n g s  A n a l y s i s

S y s t e m - W i d e  P E R S  A n a l y s i s *

NO ACTION PROPOSFO PENSION BOND SOLUTION POTENTIAL SAVINGS
Total Adjusted Pension Bond

Employer Employer Employer Employer Total Employer Employer Debt Service Total Decline In Decline in
Salaries/ Consolidated Past Service Contribution Contribution Employer Consolidated Consolidated to Pre-Fund Employer Employer Employer

Earnings (1) Rate (2) Rate (3) Rate Rate (4) Payments Rate (2) Payments Past Svc Rate Payments Payments Ctb. Rate
A B C D = B ♦ C E » D (5% Cap) F = A '  E G •  B H - A * G 1 J  - H » I K • F • J L - K / A

2006 S i ,527,758,000 13.24% 12.39% 25.63% 16.77% $256,205,017 13.24% 5202,275,159 $39,257,909 S241.533.u68 $14,671,949 0.96%
2007 1,593,097,000 13.32% 15.40% 28.72% 21.77% 346.817,217 13.32% 212,253,624 98,143,878 310,397,502 ’ 6,419,715 2.29%
2008 1,659,336.000 13.41% 15.86% 29.27% 26.77% 444,204,247 13.41% 222,461,646 174,383,878 396,845,524 47,;58,723 2.85%
2009 1,727,274,000 13.49% 16.03% 29.52% 29.52% 509,941,444 13.49% 233,009,263 200,192,512 433.201,775 76,735 669 4.44%
2010 1,797,014,000 13.57%, 16.03% 29.61* 29.61% 532,028,229 13.57% 24j,914 ,',00 208,862,512 452,777,’ 12 79,251,016 4.41%
2011 1,868,553,000 13.66% 16.03% 29.69% 29.69% 554,765,362 13.66% 255,182,055 217,792,512 472,974,567 81,790, T /5 4.38%
2012 1,944,093,000 13.74% 16.03% 29.77% 29.77% 578,812,941 13.74% 267,1 It ’78 222,232,512 494,350.890 84,462,051 4.34%
2013 2,027,803,000 13.82%, 16.03%, 29.86% 29.86% 603,932,863 1 279,6i8,801 237,092,512 5 16 ,7 11,3 13 87,27'.,550 4.31%
2014 2.105,750.000 13.91% 16.03% 29.94% 29.94% 630,452,508 13.91% 792,839,633 247,502,512 540,342,145 90 .10,363 4.28%
2015 2,193,906,000 13.99% 16.03% 30.02%, 30.02% 658,674,791 13,99% 306,927,449 258,582,512 565,509,961 93,164,329 4.25%
2016 2,285,874,000 14.07% 16.03% 30.11% 30.11%, 688,190,650 14.07% ’ 21,698,668 270,172,512 591,871,180 96,319,470 4.21%
2017 2,383,053,000 14,16% 16.03%, 30.19%, 30.19%, 719,433,468 14.16% 337,360,870 282,437,512 619,798,382 99,635,086 4.18%
7018 2,485,789,000 14.24% 16.03% 30.27% 30.27% 752,520,516 14.24% 353,976,354 295,422,512 649,398,866 103,121,650 4.15%
2019 2,594,418,000 14.32% 16.03% 30.36% 30.36% 787,507,684 14.32% 371,607,138 309,182,512 680,789,650 106,778,034 4.12%
2020 2.708,492.000 14 41% 16.03% 30.44% 30.44% 824,453,335 14.41% 390,203, 14 323,662,512 713,865,926 110,587,408 4.08%
2021 2,829,672,000 14,-9% 16.03% 30.52% 30.52% 863,698,066 14.49% 410,019,173 339,072,512 749,091,985 114,606,081 4,05%
2022 2,958,569.000 14.57% 16.03* 30.61% 30.61% 905,506,648 14.57* 431,162,122 355,485,357 786,647,479 118,859,169 4.02%
2023 3,095,433,000 14.66% 16.03% 30.69% 30.69% 949,975,096 14.66% 453,687,297 372,941,970 826,629,2‘ 7 123,345,879 3.98%
2124 3,240,508,000 14.74% 16.03% 30.77%, 30.77% 997,198,414 14.74% 477.650,8/9 391,480,000 869,130,879 128,067,535 3.95%
2025 3,394.392,000 14.82% 16.03% 30.86%. <0.86% 1,047,381,649 14.82% 503,162,041 411,180,000 914,342,041 133.039,609 3.92%
2026 3,559.091,000 14.91% 16.03% 30.94% '0.94% 1,101,167,473 14.91% 530,541,837 412,295,000 962,836,832 138,330,641 3.89%
2027 3,733,911,000 14.99% 16.03% 31.02% 31.02% 1,158,367,623 14.99% 559,713,259 454,750,000 1,014,463,259 143,904.364 .3.85%
2028 3,917,003,000 15.07% 16.03% 31.11% 31.11% 1,2 1  <1,432,247 15.07% 590,422,919 478,330,000 1,068,752,919 149.679,328 3.82%
202" 4,110,532,000 15.16% 1603%, 31.19% 31.19% 1,282,057,780 15.16% 62? 019,633 503,310,000 1,126,329,633 155,727,647 3.79%
2030 4,314,589.000 15.24% 16.03% 31.27% 31.27% 1,349,297,273 15.24% 657.543,364 529,705,000 1,187,248,364 162,048,910 3.76%

Adjusted Imployer Contribution 
Rate lower than iolal Employer 
Contribution Rate due to 5% 
growth cap, thereby increasing 
unfunded liability

Total I mployer Savings: $2,575,240,971 
PV of Employer Savings @ 5.80%: $1,161,905,490 
PV of Employer Savings Os' 8.25%: S876.949.570

( 1 ) Sulnncs/camings bused on 2004 Mercer I’l l<s Report, Page .VI, I able 2
(2) t'nnsolidaled Kale is an estimate based on conversation with Mercer Needs lo he validaled b> actuary Docs mil impact polcniial sirs mgs from financing
(.1) 201)6 Past Sers ice Kale based on 20(14 Mercer I’ l KS Report. Page Alter 2IKI6, Past Sets ice Kales assume S3 4 billion unfunded liabiliis from 2004 Mercer PI RN report is amortised over 25 years (2006-2030) at X 25% In addilion. after 2006, in years when the folnl I mployer C'onlribution Rale exceeds lire Adjusted I-.mployer Contribution Kale (due lit the 5% annual cap), the resulting growth in the unfunded liability is nnmrti/cd through 2030 at 8,25%
(4) 2006 tuid 2(107 Adjusted Imployer ('onlrihirlinn Kale based on 2004 Mcitci I’ l KS Keport, Page 3 Alter 2006, can grow maximunt 5% per year

* Please see page 10 of this presentation for important disclosure on our calculation o f the numbers on this page. 26
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Appendix A: Detailed Savings Analysis
System-Wide TRS Analysis*

HO ACTION

Salaries/ 
Earnings(1)

Employer 
Normal Cost 

Rate (2)
Employer 

Past Service 
Rate (3)

Total
Employer

Contribution
Rate

Adjusted 
Employer 

Contribution 
Rate (4)

Total
Employer
Payments

A B C D » B ♦ C E D F = A '  E
2006 $548,534,000 14.281 24.57% 38.85% 21.00% $115,192,140
2007 562,254.000 13.76* 29.75% 43.51% 26.00% 146,186,040
2008 580,874,000 13.89% 30.94*. 44.83% 44.83% 260.384,026
2009 600,922.000 14.02% 30.94% 44.96% 44.96% 270.154,603
2010 622,528,000 14.15% 30.94% 45.09% 45.09% 280,679.937
2011 645,548,000 14.28% 30.94% 45.72% 45.22* 291.901,011
2012 669,573.000 14.41% 30.94% 45.35% 45.35% 303,615,211
2013 694,825,000 14.54% 30.94% 45.48% 45.48% 315.995,452
2014 721,832,000 14.67% 30.94% 45,61% 45.61% 329.219.330
2015 751,057.000 14.80% 30.94% 45.74% 45.74% 343.525.871
2016 787,222,000 14.93% 30.94f 45.87% 45.87% 358,803,098
2017 815,519,600 15.06% 30.94% 46.00% 46.00* 375,140,061
2018 850,831,000 15.19% 30.94% 46.13% 46.13% 392,493,418
2019 888,381.000 15 .33* 30.94% 46.26% 46.26% 410,974,215
2020 927.943,000 15.46% 30.94% 46.39% 46.39?, 430,486,365
2021 970,814,000 15.59*. 30.94* 46.52% 46.52% 451,641,130
2022 1.017.069.000 15.72* 30 94% 46.65% 46.65% 474,486,447
2023 1,066,441,000 15.85% 30.94% 46.78% 46.78% 498,910,648
2024 1,119 ,0 7 -j,000 15.98% 30.94% 46.91% 46.91% 524,993,955
2025 1,174,889,000 16.11% 30.94*. 47.04% 47.04*. 552,710,555
2026 1,233,515.000 16.24% 30.94*. 47.17% 47.17% 581,899,292
2027 1,295,129,000 16.37*. 30.94% 47.30% 47.30% 612.654,426
2028 1,359,839.000 16.50*. 30.94% 47.43% 47.43% 645.038.877
2029 1,428,015,000 16.63% 30.94% 47.57% 47.57% 679,240,753
2030 1,499,757,000 16.76% 30.94% 47 70% 47.70% 715 ,321,312

"B o a rd  R e c o m m en d e d  E m p lo y e r  
C o n t r i b u t i o n  Ra te "  a s  p i o v i d c d  in

PROPOSED PENSION BOND SOLUTION POTENTIAL SAVINGS
Employer 

Normal Cost 
Rate (2)

Employer 
Normal Cost 

Payments

Pension Bond 
Debt Service 
to Pre-Fund 

Past Srv Rate
TotalEmployer

Payments
Decline in 
Employer 
Payments

Decline In 
Employer 
Ctb. Rate

G = B H A ‘ G 1 J  » H • 1 K * F - J L * K / A
14.28% $78,330,655 $5,119,100 $83,449,755 $31,742,385 5.79%
13.76% 77,366,150 25,595,466 102,961,616 43.224,424 7.69%
13.89% 80,685,924 133,290,466 213,976,390 46,407,635 7.99%
14.02% 84,254,490 138.290.466 222,544,956 47,609,648 7.92%
14.15% 88,095,832 143,680,466 231,776,298 48,903,640 7.86%
14.28% 92,195,481 149,425,466 241,620,947 50,280,064 7.79%
14.41% 96,492,819 155,420,466 251,913,285 51,701,925 7.72%
14.54% 101,045,681 161,755.466 262,801,147 53,194,305 7.66*.
14.67% 105,914,723 168,525.466 274,440,189 54.779.140 7.59%
14.80% 111,18 1,8 20 175,850,466 287,032,286 56,493,585 7.52%
14.93% 116,816,353 183,670,466 300,486,819 58,316,279 7.46%
15.06% 122,852,619 192,035,466 314,888,085 60,251,977 7.39%
15 .19 * 129,281,921 200,915,466 330,197,387 62,296,031 7 32%
15.33% 136,1*4,320 210,375,466 346,521,786 64,452.430 7.26%
15.46% 143,419,642 220,365,466 363,785,108 66,701,257 7.19*.
15.59% 15 1,3 11 ,9 14 231,195,466 382,507,380 69,133,749 7.12%
15.72% 159,847,870 242.890,466 402,738,336 71,748.110 7.05%
15.85% 168,998,442 255.390,466 424,388,908 74,521,740 6.99%
15 >8% 178,798,992 268.745.000 447 543,99? 77,449,963 6.92%
16.11% 189,249,077 287,930,000 472,179,077 80,531,478 6.85%
16.24% 200,301,384 297,875,000 498,176,384 83,722,909 6.79%
16.37% 211,995 724 313,615,000 525,610,724 87,043,701 6.72%
16.50% 224,361,610 330,195 000 554,556,610 90,482,267 6.65*
16.63% 237,472,686 347,705,000 585,177,686 94,063,067 6 59*
16.76% 251,359,273 366,170,000 617,529,273 97,792,039 6.52%

Total Employer Savings: S I .622,843,750 
PV of Employer Savings @ 5.80%: $761,146,449
PV of Employer Savings (? 8.2$*: $586,192,755

2004 Mercer I RS Report 1 11  Salniies'eamings based on 2(104 Mcreer I KS Kcpnrl Page 2X, I able 2
(2) Normal Cost Kale is an csliiniilc based on conversalion unli Mcreer. Needs to be validaled by uciuat) Does nol inipaci potential savings front financing
(3) 2006 I’asl Service Kale based on 2004 Mcreer I KS Keport, I’age 3 After 2006, Past Service Kates assume $2 2 billion unfunded liability from 200-1 Mercer I KS report is amortized over 25 years (2006-2030) al X 25% In addition, after 2006, in years when lire I olal I mployer Contribution Kale exceeds the Adjusted Employer C onlribtilion Kale, the resulting growth in ihe unfunded liabililv is airnrti/cd through 2030 nl X 25%
(4) 2006 and 2007 Adjusted I mployer Contribution Kate based on 2004 Mcreer I KS Keport. Page 3

* Please see page 10 o f  th is  p resen ta tion  f o r  im p o rta n t d isclosure on ou r ca lc u la tio n  o f  the numbers on th is  page. 27



Appendix A: Detailed Savings Analysis
Pension Financing Savings Calculations*

i How we built to the savings calculations on the prior two pages...

• C o l u m n s  B -F :  I n  t h e  " N o  A c t i o n "  c o l u m n s ,  w e  e s t i m a t e  w h a t  f u t u r e  p a y m e n t s  w o u l d  b e  i f  n o  p e n s i o n  f i n a n c i n g  

o c c u r s  a n d  t h e  E m p l o y e r  C o n t r i b u t i o n  R a t e  i n c r e a s e s  a s  m u c h  a s  n e c e s s a r y  f o r  e m p l o y e r s  t o  p a y  o f f  t h e i r  2 0 0 4  

u n f u n d e d  l i a b i l i t i e s  o v e r  2 5  y e a r s .

• S e e  f o o t n o t e s  o f  t a b l e  f o r  s p e c i f i c  c a l c u l a t i o n  m e t h o d o l o g i e s .

• T o t a l  E m p l o y e r  C o n t r i b u t i o n  R a t e  ( c o l u m n  D )  c a l c u l a t e d  b y  a d d i n g  C o n s o l i d a t e d / N o r m a l  C o s t  R a t e  

( C o l u m n  B) a n d  P a s t  S e r v i c e  R a t e  ( c o l u m n  C ) .  H o w e v e r ,  d u e  t o  5 %  a n n u a l  g r o w t h  c a p  in  P E R S  E m p l o y e r  

C o n t r i b u t i o n  R a t e s ,  A d j u s t e d  E m p l o y e r  C o n t r i b u t i o n  R a t e  ( c o l u m n  E )  l o w e r  i n  e a r l y  y e a r s ,  t h e r e b y  

g r o w i n g  u n f u n d e d  l i a b i l i t y .

• T o t a l  " N o  A c t i o n "  p a y m e n t s  c a l c u l a t e d  b y  m u l t i p l y i n g  A d j u s t e d  E m p l o y e r  C o n t r i b u t i o n  R a t e  b y  S a l a r i e s .

• C o l u m n s  G - J :  I n  t h e  " P r o p o s e d  P e n s i o n  B o n d  S o l u t i o n "  c o l u m n s ,  w e  e s t i m a t e  w h a t  f u t u r e  p a y m e n t s  w o u l d  b e  

if  e m p l o y e r s  c o n t i n u e  t o  m a k e  C o n s o l i d a t e d / N o r m a l  C o s t  R a t e  p a y m e n t s ,  b u t  r e p l a c e  P a s t  S e r v i c e  R a t e  

p a y m e n t s  ( a m o r t i z e d  a t  8 . 2 5 % )  w i t h  p e n s i o n  b o n d  d e b t  s e r v i c e  p a y m e n t s  ( a m o r t i z e d  a t  5 .8 0 % ) .

• T o t a l  " P r o p o s e d  P e n s i o n  B o n d  S o l u t i o n "  p a y m e n t s  c a l c u l a t e d  b y  a d d i n g  C o n s o l i d a t e d / N o r m a l  C o s t  R a t e  

p a y m e n t s  a n d  p e n s i o n  b o n d  d e b t  s e r v i c e .

• C o l u m n s  K - L :  F i n a l l y ,  i n  t h e  " P o t e n t i a l  S a v i n g s "  c o l u m n s ,  w e  t a k e  t h e  e x p e c t e i 1 d i f f e r e n c e  i n  f u t u r e  p a y m e n t s  

a n d  p r e s e n t  v a l u e  t h e s e  s a v i n g s  a t  b o t h  t h e  a c t u a r i a l  8 .2 5 %  r a t e  a n d  t h e  e x p e c t e d  b o n d  r a t e  o f  5 . 8 0 % .

* Please see page 10 o f  th is  p resen ta tion  f o r  im p o rta n t d isclosure on o u r ca lcu la tio n  o f  the numbers on th is  page. 28



Appendix A: Detailed Savings Analysis
Additional Data Points to Refine Savings Calculations*

|  We based our savings calculations off the 2004 Mercer Actuarial Report, but had to make some 
assumptions on our own. To refine our calculations, we will need more infoimation on:

• C u r r e n t  U n f u n d e d  L i a b i l i t y  I n s t e a d  o f  2 0 0 4  U n f u n d e d  L i a b i l i t y :  T o  c a l c u l a t e  t h e  p a s t  s e r v i c e  r a t e s ,  w e  

u t i l i z e d  u n f u n d e d  l i a b i l i t y  n u m b e r s  ( f r o m  t h e  M e r c e r  r e p o r t )  a s  o f  J u n e  3 0 ,  2 0 0 4 ,  a n d  a m o r t i z e d  t h e s e  l i a b i l i t i e s  

f r o m  2 0 0 6 - 2 0 3 0 .  O f  c o u r s e ,  t h e  " c u r r e n t "  u n f u n d e d  l i a b i l i t y  w i l l  c h a n g e  w h e n  t h e  n e x t  a c t u a r i a l  r e p o r t  is  

r e l e a s e d .

• F u t u r e  S a l a r i e s / E a r n i n g s :  W e  p u l l e d  f u t u r e  e m p l o y e r  s a l a r i e s  f r o m  T a b l e  2  o f  t h e  2 0 0 4  M e r c e r  P E iR S  a n d  T R S  

r e p o r t s  ( p a g e  3 3  i n  P E R S  r e p o r t  a n d  p a g e  2 8  in  T R S  r e p o r t ) .

• E x p e c t e d  F u t u r e  C o n s o l i d a t e c J / N o r m a l  C o s t  R a t e :  F u t u r e  c o n s o l i d a t e d / n o r m a l  c o s t  r a t e s  a r e  b a s e d  o n  a  

c o n v e r s a t i o n  w e  h a d  w i t h  M e r c e r ,  b u t  w o u l d  n e e d  t o  b e  f u r t h e r  v a l i d a t e d  b y  a n  a c t u a r y .  T h a t  s a i d ,  

c o n s o l i d a t e d / n o r m a l  c o s t  r a t e s  d o  n o t  i m p a c t  p e n s i o n  b o n d  s a v i n g s  c a l c u l a t i o n s  s i n c e  t h e y  a r e  t h e  s a m e  f o r  

b o t h  " N o  A c t i o n "  a n d  " P r o p o s e d  P e n s i o n  B o n d  S o l u t i o n "  c a s e s .

• C r e d i t  o f  t h e  B o n d s :  W e  h a v e  a s s u m e d  i n s u r e d ,  A 1  u n d e r l y i n g  r a t e d  b o n d s  w i t h  a  r e s e r v e  f u n d  e q u a l  t o  

a v e r a g e  a n n u a l  d e b t  s e r v i c e  ( f u n d e d  w i t h  a  s u r e t y  p o l i c y ) .

* Please see page 10 o f  th is  p resen ta tion  f o r  im p o rta n t d isclosure on o u r c a lc u la tio n  o f  the numbers on th is  page. 29
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24-LS0883\A

R Y  R E P R E S E N T A T IV E  H A W K E R

In t r o d u c e d :  4 /1 9 /0 5  
R e fe r r e d :  S ta te  A f f a i r s ,  F in a n c e

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the Alaska Municipal Bond Bank Authority; permitting the Alaska

Municipal Bond Bank Authority or a subsidiary of the authority to assist state and

municipal governmental employers by issuing bonds and other commercial paper to 

enable the governmental employers to prepay all or a portion of the governmental 

employers' shares of the unfunded accrued actuarial liabilities of retirement systems 

and authorizing governmental employers to contract with and to issue bonds, notes, or 

commercial paper to the authority or its subsidiary corporation for that purpose; and 

providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF TH E STATE OF ALASKA;

* Section I. A S  44.85.010 is a m e n d e d  "o read :

Sec. 44.85.010. Legislative policy, (a) It is t h e  p o l i c y  o f  t h e  s ta t e  to

(I) [T O ]  fo s t e r  a n d  p r o m o te  by  a ll  r e a s o n a b l e  m e a n s  th e  p ro v i s io n  o f

HOUSE B ILL  NO. 278

IN THE LEGISLATURE OF THE ‘ .TE OF ALASKA

TW ENTY-FOURTH LEGISLATURE - FIRST SESSION

HB0278a -1-
New T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETEDI

HB 278
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HB 278

adequate capital markets and facilities for borrowing money by municipalities in the 

slate to finance capital improvements or for other authorized purposes, to assis* 'hese 

municipalities in fulfilling their capital needs and requirements by use o f borrowed 

money within statutory interest rate or cost o f borrowing limitations, to the greatest 

extent possif- Ic to reduce costs o f borrowed money to taxpayers and residents o f  the 

state, and equally to encourage continued investor interest in the purchase o f bonds or 

notes o f municipalities as sound and preferred securities for investment:

(2) [TO| encourage municipalities to continue thei” independent 

undertakings and financing o f capital improvements and other authorized purposes

and to assist them by making capital funds available at reduced interest costs for

orderly financing o f capital improvements and other purposes especially during 

periods o f restricted credit or money supply, particularly for those municipalities not 

otherwise able to borrow for capital needs;

(3) [TO] assist municipalities to provide for adequate insurance

coverage by authorizing the Alaska Municipal Bond Bank Authority to issue

negotiable or nonnegotiable revenue bond . notes, or certificates o f participation either 

directly or through an entit it may create for the purpose o f providing n self-insurance 

program for municipalities or municipal joint insurance arrangements organized under 

AS 2l.76i

(4) a s s i s t  g o v e r n m e n t a l  e m p l o y e r s  to  p r e p a y  a l l  o r  a  p o r t i o n  o f  

t h e i r  s h a r e  o f  u n f u n d e d  a c c r u e d  a c t u a r i a l  l i a b i l i t i e s  o f  r e t i r e m e n t  s y s t e m s  in  a n  

e f f o r t  to  r e d u c e  t h e i r  c o s t s  o f  s a t i s f y i n g  t h e i r  c o n t r a c t u a l  o b l i g a t i o n s  to  p r o v i d e  

r e t i r e m e n t  a n d  o t h e r  b e n e f i t s  to  p u b l i c  e m p l o y e e s  t h r o u g h  t h e  i s s u a n c e  o f  b o n d s ,  

n o te s ,  o r  e o m m c r c i a .  p a p e r  h v  t h e  b o n d  h a n k  a u t h o r i t y  o r  h v  a  s u b s i d i a r y  

c o r p o r a t i o n  c r e a t e d  b y  t h e  b o n d  b a n k  a u t h o r i t y  u n d e r  A S  44.85.085.

(b) The legislature further declares that

(I) the exercise o f the powers of the state in the interest o f its 

municipalities a n d  in t h e  i n t e r e s t  o f  p u b l i c  e m p l o y e '1* o f  t h e  s t a t e  a n d  o f  i ts  

m u n i c i p a l i t i e s  is required to further and implement the policies declared in (a) of this 

section by authorizing the creation o f a state bond bank authority as a body corporate 

and politic that will have full powers to borrow money and to issue its bonds and notes

-2-
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1 to make capital funds available for borrowing by municipalities a n d  f o r  b o r r o w i n g

2 h v  o r  o n  b e h a l f  o f  g o v e r n m e n t a l  e m p l o y e r s ,  b y  a u t h o r i z i n g  g o v e r n m e n t a l

3 e m p l o y e r s  to  c o n t r a c t  w i t h  t h e  b o n d  b a n k  a u t h o r i t y  o r  w i t h  a  s u b s i d i a r y  c r e a t e d

4 u n d e r  A S  44.85.085 f o r  t h e  p u r p o s e  o f  r e d u c i n g  f u t u r e  c o s t s  o f  p r o v i d i n g  

r e t i r e m e n t  a n d  o t h e r  b e n e f i t s  to  e m p l o y e e s ,  and by granting broad powers to the

6 bond bank authority to carry out the declared policies, which are in the public interest

7 o f the state and its taxpayers and residents:

8 (2) state funds should be applied or authorized to be paid to a state

9 bond bank authority only to provide adequate assurance and security to the holder* o f

10 the bonds or notes o f the bond bank authority ;

11 (3) the bond bank authority should conduct its operations to provide

12 the lowest rates in terms o f borrowing to municipalities a n d  to  g o v e r n m e n t a l

13 e m p l o y e r s  as is consistent with a self-supporting operation with no expectation of

14 subsidization with state funds; the legislature does not intend that the bond oank

15 authority be utilized as a means to finance municipalities o r  g o v e r n m e n t a l  e m p l o y e r s

16 beyond their capability to meet repayment schedules and debt service requirements of

17 b o n d s , n o te s ,  c o m m e r c i a l  p a p e r ,  o r  c o n t r a c t u a l  o b l i g a t i o n s  to  t h e  b o n d  b a n k

18 authority [OR NOTES!.

19 * Sec .  2. AS 44.85.080 is amended to read:

20 Sec .  44.85.080. P o w e r s  of b o n d  b a n k  authority. The bond bank authority

2 1 may

22 ( I ) sue and be sued:

23 (2) adopt and alter an official seal;

24 (3) make and enforce bylaws and regulations for the conduct o f its

25 business and for the use o f its services and facilities;

26 (4) maintain an office at any place in the state:

27 (5) acquire, hold. use. and dispose o f its income, revenues, funds, and

28 money;

29 (6) acquire, rent, lease, hold, use, and dispose o f other personal

30 property for its purposes;

31 (7) subject to AS 44.85.100(b), borrow money and issue its negotiable
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1 bonds or notes and provide for and secure their payment, provide for the rights of their

2 holders and purchase, hold and dispose o f any o f its bonds or notes;

3 (8) fix and revise from time to time and charge and collect fees and

4 charges for the use o f its services or facilities;

5 (9) accept gifts or grants from the United Slates, or from any

6 governmental unit or person, firm, or corporation, carry out the terms or provisions or

7 make agreements with respect to the gifts or grants, and do all things necessary.

8 useful, desirable, or convenient in connection wun procuring, accepting, or disposing

9 of the gifts or grants;

10 (10) do anything authorized by this chapter, through its officers.

11 agents, or employees or by contracts with a person:

12 (II)  make, enter into, and enforce all contracts necessary, convenient,

13 or desirable for the purposes o f the bond bank authority or pertaining to a loan to a

14 political subdivision, a purchase or sale o f municipal bonds or other investments, or

15 the performance o f its duties and execution of any of its powers under this chapter;

16 (12) purchase or hold municipal bonds at prices and in a manner the

17 bond bank authority considers advisable, and sell municipal bonds acquired or held b>

18 it at prices without relation to cost and in a manner the bond bank authority considers

19 advisable;

20 (13) invest funds or money of the bond bank authority not required at

21 the time o f investment for loan to political subdivisions for the purchase of municipal

22 bonds, in the same manner as permitted for investment o f  funds belonging to the state.

23 except as otherwise provided in this chapter:

24 (14) prescribe the form of application or procedure required o f a

25 political subdivision for a loan or purchase of its municipal bonds, fix the terms and

26 conditions o f  the loan or purchase, and enter into agreements with political

27 subdivisions w ith respect to loans or purchases:

28 (15) render services to a political subdivision in connection with a

29 public or private sale o f its municipal bonds, including advisory and other services,

30 and charge for services rendered:

31 (16) charge for its costs and services in review or consideration o f a
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1 proposed loan to a political subdivision or purchase by the bond bank authority o f

2 municipal bonds o f the political subdivision, whether or not the loan is made or the

3 municipal bonds purchased;

4 f 17) fix and establish terms and provisions with respect to a purchase

5 of municipal bonds by the bond bank authority, including date and maturities o f the

6 bonds, provisions as to redemption or payment before maturity, and any other matters

7 which in connection with the purchase are necessary, desirable, or advisable in the

8 judgment o f  the bond bank authority;

9 (18) procure insurance against any losses in connection with its

10 property, operations, or assets it amounts and from insurers as it considers desirable:

11 (19) to the extent permitted under its contracts with the holders of

12 bonds or notes o f the bond bank authority, consent to modification o f the rate of

13 interest, time and payment of installment of principal or interest, security or any other

14 term o f a bond or note, contract or agreement o f any kind to which the bond bank

15 authority is a party;

16 (20) bv regulation, create a new entity o r new entities for the purpose

17 of issuing negotiable or nonnegotiable revenue bonds, notes, or certificates of

18 participation to finance a self-insurance program for municipalities or municipal joint

19 insurance arrangements organized under AS 21.76 or to provide assistance to

20 governmental e: rs under AS 44.85.085(a): the powers, duties, and

21 membership of t '  iew entity o r entities shall be limited to the powers, duties, and

22 membership o f i v  authority and stated in the regulation; the new entity o r entities

23 shall each be a public corporation and an instrumentality o f  the state with the same

24 legal existence and continuing succession as the bond bank authority: and

25 (21) do all acts and things necessary, convenient, or desirable to carry

26 out the powers expressly granted or necessarily implied in this chapter.

27 * Sec. 3. AS 44.85 is amended by adding new sections to read:

28 Sec. 44.85.085. Creation of subsidiary corporation, (a) The bond bank

29 authority may create one or more subsidiary corporations for the following purposes:

30 ( I) providing financial and other assistance to governmental employers

31 to enable the governmental employers to reduce their costs o f providing retirement
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1 and other benefits to their employees by prepaying all or a portion of their shares of

2 the unfunded accrued actuarial liabilities of retirement systems;

3 (2) receiving payments and providing servicing for payments to or

4 from participating governmental employers: and

5 (3) performing other duties and providing other services as the

6 subsidiary corporation considers necessary or desirable to further the purposes set out

7 in (I) and (2) o f this subsection.

8 (b) The bond bank authority may incorporate under AS 10.20.146 - 10.20.166

9 a subsidiary corporation created under (a) o f  this section. The bond bank authority

10 may transfer assets o f the bond bank authority to the subsidiary corporation and may

11 agree to secure bonds, notes, commercial paper, or other obligations o f the subsidiary

12 corporation w ith a reserve fund established under AS 44.85.270.

13 (c) A subsidiary corporation created under (a) o f this section may borrow

14 money and issue bonds, notes, commercial paper, or other obligations as evidence of

15 that borrow ing and may have all the powers o f  the bond bank authority that the bond

16 bank authority grants to it. The provisions o f AS 44.85.130 - 44.85.170 and 44.85.270

17 - 44.85.390 apply to the subsidiary corporation and to bonds, notes, commercial paper.

18 or other obligations issued by the subsidiary corporation. Unless otherw ise provided

19 by the bond bank authority, the debts, liabilities, and obligations o f the subsidiary

20 corporation are not the debts, liabilities, or obligations o f the bond bank authority.

21 (d) The staff o f  the bond bank authority serves as staff o f a subsidiary

22 corporation created under (a) o f this section. The bond bank authority shall determine

23 the membership or the process for selecting the membership o f the board o f directors

24 of the subsidiary corporation. The bond bank authority may permit some or all o f  its

25 directors to serve on the board o f  directors o f the subsidiary corporation.

26 Sec. 44.85.086. Pow ers of subsidiary corporation. A subsidiary corporation

27 created under AS 44.85.085 has the following powers in addition those granted to it

28 under AS 44.85.085(c):

29 ( | j  to make loans to and enter into contracts with governmental

30 employers:

31 (2) to incur debt in furtherance o f its purposes in the form o f bonds.
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notes, commercial paper, or other forms as the subsidiary corporation considers 

appropriate;

the subsidiary corporation for the purpose, including identified revenue and 

contractual payments from participating governmental employers, and the general 

assets and revenue o f  the subsidiary corporation; and

advisors, accountants, actuaries, and other contractors to provide assistance as the 

subsidiary corporation considers desirable to accomplish its purposes.

* Sec. 4. AS 44.85.100(b) is amended to read:

(b) The bond bank authority shall include in the report required by (a) of this 

section an estimate o f  the amount o f  revenue bonds o f the bond bank authority to be 

issued during the fiscal year following the fiscal year in which the report is submitted. 

O t h e r  t h a n  r e f u n d i n g  b o n d s  a n d  o t h e i  t h a n  b o n d s ,  n o t e s ,  c o m m e r c i a l  p a p e r ,  o r  

o t h e r  o b l i g a t i o n s  i s s u e d  u n d e r  AS 4 <.E5.086 a n d  44.85.180(a)(5), t h e  [THE] bond 

bank authority may not issue revenue bonds [. OTHER i'HAN REFUNDING 

BONDS,] in excess o f S75.000.000 during any fiscal year beginning after .1 • .e 30. 

1981. unless the legislature, by law. approves the estimate required by this subsection 

for that fiscal year,

* Sec. 5. AS 44.85.180(a) is amended to read:

(a) Subject to AS 44.85.100(b), the bond bank authority may issue its bonds or 

notes in principal amounts that it ci...aiders necessary to provide funds for any 

purposes under this chapter, including

notes, or certificates o f  participation secured by an agreement between the bond bank 

authority and a municipality or a municipal joint insurance arrangement organized 

under AS 21.76;

(3) the payment, funding, or refunding o f the principal of. or interest or 

redemption premiums on, bonds or notes issued by it whether the bonds or notes or 

interest to be funded or refunded have or have not become due:

H B 0 2 7 8 a  -7 -  H B 2 7 8

(3) to secure its debt with a pledge of any assets that are available to

(4) to enter into contracts with underwriters, bond counsel, financial

( 1) the purchase o f municipal bonds:

(2) the making o f loans through the purchase o f municipal bonds.
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(4) the establishment oc increase o f reserves to secure or to pay bonds 

or notes or interest on bonds oi notes and all other costs or expenses o f the bond bank 

authority incident to and necessary or convenient to carry out its corporate purposes 

and powers^

(5) assisting governmental employers to prepay all or a portion of 

their share of the unfunded accrued actuarial liabilities of retirem ent systems, 

with security as the bond hank authority considers reasonable.

* Sec. 6. AS 44.85.180(c) is amended to read:

(c) Notwithstanding the provisions of (a) and (b) o f this section, the total 

amount o f bond bank authority bonds and notes outstanding at any one time [. 

EXCEPT BONDS OR NOTES ISSUED TO FUND OR REFUND BONDS OR 

NOTES,] may not exceed $500,000,000. This subsection does not annlv to (1) 

bonds or notes issued to fund or refund bonds or notes; (2) bonds, notes, 

commercial paper, and other obligations issued under AS 44.85.086 or 

44.85.180(a)(5).

* Sec. 7. AS 44.85.410(a)(5) is amended by adding a new paragraph to read:

(8) "governmental employer" means the Stale o f  Alaska or a 

municipality or other state or municipal governmental entity within me state, including 

an agency, instrumentality, district, school district, public corporation, department, 

division, or other subdivision o f the state or o f a municipality, in its capacity as an 

emplo er.

* Sec. 8. This act takes effect immediately under AS 0 1. 10.070(c).
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Disclaimers

i
M err il l  L y n c h  p r o h i b i t s  (a) e m p l o y e e s  f ro m ,  d i r e c t ly  o r  in d i r e c t ly ,  o f f e r in g  a f a v o r a b l e  r e s e a r c h  r a t i n g  o r  s p ec if ic  p r ic e  
ta rg e t ,  o r  o f f e r in g  to  c h a n g e  s u c h  r a t i n g  o r  p r ic e  ta rg e t ,  a s  c o n s id e r a t io n  o r  i n d u c e m e n t  fo r  th e  r e c e ip t  o f  b u s i n e s s  o r  
fo r  c o m p e n s a t i o n ,  a n d  (b) R e s e a rc h  A n a ly s t s  f r o m  b e in g  c o m p e n s a t e d  fo r  i n v o l v e m e n t  in  i n v e s t m e n t  b a n k i n g  
t r a n s a c t io n s  e x c e p t  to  th e  e x t e n t  th a t  s u c h  p a r t i c ip a t io n  is i n t e n d e d  to  b e n e f i t  i n v e s t o r  c l ie n ts .

T h is  p r o p o s a l  is c o n f id e n t i a l ,  fo r  y o u r  p r i v a t e  u s e  o n ly ,  a n d  m a y  n o t  b e  s h a r e d  w i th  o t h e r s  ( o th e r  th a n  y o u r  a d v i s o r s )  
w i t h o u t  M err i l l  L y n c h 's  w r i t t e n  p e r m i s s i o n ,  e x c e p t  th a t  y o u  ( a n d  e a c h  o f  y o u r  e m p lo y e e s ,  r e p r e s e n t a t i v e s  o r  o t h e r  
a g e n t s )  m a y  d i s c lo s e  to  a n y  a n d  all p e r s o n s ,  w i t h o u t  l im i ta t io n  o f  a n y  k in d ,  th e  tax  t r e a t m e n t  a n d  tax  s t r u c t u r e  o f  th e  
p r o p o s a l  a n d  all m a te r i a l s  o f  a n y  k in d  ( in c l u d in g  o p i n i o n s  o r  o t h e r  tax  a n a ly s e s )  th a t  a r e  p r o v i d e d  to  y o u  r e l a t i n g  to 
s u c h  tax  t r e a t m e n t  a n d  tax s t r u c t u r e .  F o r  p u r p o s e s  o f  th e  p r e c e d i n g  s e n te n c e ,  tax  re fe r s  to  U.S. f e d e ra l  a n d  s t a t e  tax. 
T h is  p r o p o s a l  is fo r  d i s c u s s io n  p u r p o s e s  o n ly .  M err i l l  L y n c h  is n o t  a n  e x p e r t  o n ,  a n d  d o e s  n o t  r e n d e r  o p in i o n s  
r e g a r d i n g ,  lega l,  a c c o u n t in g ,  r e g u la to r y  o r  ta x  m a t te r s .  Y ou  s h o u l d  c o n s u l t  w i th  y o u r  a d v i s o r s  c o n c e r n in g  th e s e  
m a t t e r s  b e fo re  u n d e r t a k i n g  th e  p r o p o s e d  t r a n s a c t io n .



fan Laing

F ro m :
Sent:

To:

Subject:

Brad Fluetsch [bjf@gci.net]

Tuesday, January 17, 2006 8:28 AM 

Rep. Paul Seaton 

Pension Bonds

Attachments: Bradley J Fluetsch (bjf@gci.net).vcf

Lets say you  issue a 20 year bond, and then lets say time goes by. In fact lets us say 15 years.

Is it p ru d e n t  to have a 60/40 asset allocation when you know that money is leaving in 5 years, or 4, 3, 2,1? What 
happens if 2001 is twenty years from now?

Bradley J Fluetsch, CFA 
Fluetsch Financial Services, LLC

mailto:bjf@gci.net
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From: Brad Fluetsch [bjf@gci.net]

Sent: Tuesday, January 17, 2006 7:30 AM

To: Pep. Paul Seaton

Subject: Pension Bonds

Attachments: Bradley J Fluetsch (bjf@gci.net).vcf

I have been thinking about the pension bond issue and this is something I would make those professionals do for 
you as Chairman.

E(r) is the expected return 8.25% with an expected standard deviation of 16%. To achieve that, a 60% stock, 
40% bond portfolio is used.

Add pension bonds to the equation where the proceeds are invested 100% into the stock market having no 
defense to your question why would I put proceeds into the bond market and guarantee a loss.

Now remodel the portfolio to earn 8.25%? You will be surprised at the answers.

Don't re-balance the portfolio and your expected return goes up to over 10% with a standard deviation ballooning 
well over 20%. A pension bond in the portfolio mix acts as a bond allocation reducer to the extent the cash flows 
and interest rates are comparable Add a pension bond subtract Lehman Aggregate exposure. Investment the 
proceeds into the equity market, is going all in, in Texas Hold-em w'»h a pair of 8’s.

One other thought. I just wonder about the decision makers in Alaska. It was bad decisions by the pension board 
that has us in this mess and look at who made the board up? 1 think there is a law against giving loading pistols 
to children to play with.

Bradley J Fluetsch, CFA  
Fluetsch Financial Services, LLC

Ian Laing

1/17/2006
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B Y  R E P R E S E N T A T IV E  H A W K E R

Introduced: 4/19/05 
R e fe r r e d :  S ta t e  A f f a i r s ,  F in a n c e

A BILL 

FOR AN A CT ENTITLED 

"An Act relating to the Alaska Municipal Bond Bank Authority; permitting the Alaska 

Municipal Bond Bank Authority o r  a subsidiary of the authority  to assist state and 

municipal governmental employers by issuing bonds and other commercial paper to 

enable the governmental »m ployers to prepay all or a portion of the governmental 

employers' shares of the unfunded accrued actuarial liabilities of retirement systems 

and authorizing governmental employers to contract with and to issue bonds, notes, or 

commercial paper to the authority or its subsidiary corporation for that purpose; and 

providing for an effective date."

BE IT ENACTED BY T H E LEGISLATURE OF TH E STATE O F ALASKA:

* Section 1. AS 44.85.010 is amended to read:

Sec. 44.85.010. Legislative policy, (a) It is the policy o f the state to

(1) [TO] foster and promote by all reasonable means the provision of

H O U SE B IL L  NO. 278

IN TH E LEGISLATURE OF THE STATE OF ALASKA

TW ENTY-FOURTH LEGISLATURE - FIRST SESSION
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1 adequate capital markets and facilities for borrowing money by municipalities in the

2 state to finance capital improvements or for other authorized purposes, to assist these

3 municipalities in fulfilling their capital needs and requirements by use o f borrowed

4 money within statutory interest rate or cost o f borrowing limitations, to the greatest

5 extent possible to reduce costs o f borrowed money to taxpayers and residents o f the

6 state, and equally to encourage continued investor interest in the purchase of bonds or

7 notes o f municipalities as sound and preferred securities for investment;

8 (2) [TO] encourage municipalities to continue their independent

9 undertakings and financing o f capital improvements and other authorized purposes

10 and to assist them by making capital funds available at reduced interest costs for

11 orderly financing o f capital improvements and other purposes especially during

12 periods o f restricted credit or money supply, particularly for those municipalities not

13 otherwise able to borrow for capital needs;

14 (3) [TO] assist municipalities to provide for adequate insurance

15 coverage by authorizing the Alaska Municipal Bond E lk Authority to issue

16 negotiable or nonnegotiable revenue bonds, notes, or certificates o f participation either

17 directly or through an entity it may create for the purpose o f  providing a self-insurance

18 program for municipalities or municipal joint insurance arrangements organized under

19 A S21.76i

20 (4) assist governm ental em ployers to prepay all or a portion of

21 their share of unfunded accrued actuarial liabilities of retirem ent systems in an

22 effort to reduce the ir costs of satisfying the ir contractual obligations to provide

23 retirem ent and o ther benefits to public employees through the issuance of bonds,

24 notes, or com m ercial paper by the bond bank au thority  or by a subsidiary

25 corporation created by the bond bank au thority  under AS 44.85.085.

26 (b) The legislature further declares that

27 (1) the exercise o f the powers of the state in the interest o f its

28 municipalities and in the interest of public employees of the state and of its

29 m unicipalities is required to further and implement the policies declared in (a) o f this

30 section by authorizing the creation o f a state bond bank authority as a body corporate

31 and politic that will have full powers to borrow money and to issue its bonds and notes
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1 to make capital funds available for borrowing by municipalities and for borrowing

2 j \  or on behalf of governmental employers, by authorizing governmental

3 employers to contract with the bond bank authority or with a subsidiary created

4 under AS 44.85.085 for the purpose of reducing future costs of providing

5 retirement and other benefits to employees, and by granting broad powers to the

6 bond bank authority to carry out the declared policies, which are in the public interest

7 o f the state and its taxpayers and residents;

8 (2) state funds should be applied or authorized to be paid to a state

9 bond bank authority only to provide adequate assurance and security to the holders of

10 the bonds or notes of the bond bank authority;

11 (3) the bond bank authority should conduct its operations to provide

12 the lowest rates in terms of borrowing to municipalities and to governmental

13 employers as is consistent with a self-supporting operation with no expectation of

14 subsidization with state funds; the legislature docs not intend that the bond bank

15 authority be utilized as a means to finance municipalities or governmental employers

16 beyond their capability to meet repayment schedules and debt service requirements of

17 bonds, notes, commercial paper, or contractual obligations to the bond bank

18 authority [OR NOTES].

19 * Sec. 2. AS 44.85.080 is amended to read:

20 Sec. 44.85.080. Powers of bond bank authority. The bond bank authority

21 may

22 (1) sue and be sued;

23 (2) adopt and alter an official seal;

24 (3) make and enforce bylaws and regulations for the conduct of its

25 business and for the use o f its services and facilities;

26 (4) maintain an office at any place in the state;

27 (5) acquire, hold, use, and dispose of its income, revenues, funds, and

28 money;

29 (6) acquire, rent, lease, hold, use, and dispose o f other personal

30 property for its purposes;

31 (7) subject to AS 44.85.100(b), borrow money and issue its negotiable
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1 bonds or notes and provide for and secure their payment, provide for the rights of their

2 holders and purchase, hold and dispose o f any o f its bonds or notes;

3 (8) fix and revise from time to time and charge and collect fees and

4 charges for the use o f its services or facilities;

5 (9) accept gifts or grants from the United States, or from any

6 governmental unit or person, firm, or corporation, carry out the terms or provisions or

make agreements with respect to the gifts or grants, a id do ail things necessary,

8 useful, desirable, or convenient in connection with procuring, accepting, or disposing

9 o f  the gifts or grants;

10 (10) do anything authorized by this chapter, through its officers,

11 agents, or employees or by contracts with a person;

12 (11) make, enter into, and enforce all contracts necessary, convenient,

13 or desirable for the purposes o f the bond bank authority or pertaining to a loan to a

14 political subdivision, a purchase or sale o f municipal bonds or other investments, or

15 the performance o f its duties and execution o f any o f its powers under this chapter;

16 (12) purchase or hold municipal bonds at prices and in a manner the

17 bond bank authority considers advisable, and sell municipal bonds acquired or held by

18 it at prices without relation to cost and in a manner the bond bank authority considers

19 advisable;

20 (13) invest funds or money o f the bond bank authority not required at

21 the time o f investment for loan to political subdivisions for the purchase o f municipal

22 bonds, in the same manner as permitted for investment of funds belonging to the state,

23 except as otherwise provided in this cuapter;

24 (14) prescribe the form o f application or procedure required of a

25 political subdivision for a loan or purchase o f its municipal bonds, fix the terms and

26 conditions of the loan or purchase, and enter into agreements with political

27 subdivisions with respect to loans or purchases;

28 (15) render services to a political subdivision in connection with a

29 public or private sale o f its municipal bonds, including advisory and other services,

30 and charge for services rendered;

31 (16) charge for its costs and services in review or consideration of a
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1 proposed loan to a political subdivision or purchase by the bond bank authority of

2 municipal bonds o f the political subdivision, whether or not the loan is made or the

3 municipal bonds purchased;

4 (17) fix and establish terms and provisions with respect to a purchase

5 o f municipal bonds by the bond bank authority, including date and maturities o f the

6 bonds, provisions as to redemption or payment before maturity, and any other matters

7 which in connection with the purchase are necessary, desirable, or advisable in the

8 judgment o f the bond bank authority;

9 (18) procure insurance against any losses in connection with its

10 property, operations, or assets in amounts and from insurers as it considers desirable;

11 (19) to the extent permitted under its contracts with the holders of

12 bonds or notes of the bond bank authority , consent to modification of the rate of

13 interest, time and payment o f installment o f principal or interest, security or any other

14 term o f a bond or note, contract or agreement o f  any kind to which the bond bank

15 authority is a party;

16 (20) by regulation, create a new entity o r new entities for the purpose

17 o f  issuing negotiable or nonnegotiable revenue bonds, notes, or certificates of

18 participation to finance a self-insurance program for municipalities or municipal joint

19 insurance arrangements organized under AS 21.76 or to provide assistance to

20 governm ental employers under AS 44.85.085(a); the powers, duties, and

21 membership of the new entity or entities shall be limited to the powers, duties, and

22 membership of the authority and stated in the regulation; the new entity or entities

23 shall each be a public corporation and an instrumentality of the state with the same

24 legal existence and continuing succession as the bond bank authority; and

25 (21) do all acts and things necessary, convenient, or desirable to carry

26 out the powers expressly granted or necessarily implied in this chapter.

27 * Sec. 3. AS 44.85 is amended by adding new sections to read:

28 Sec. 44.85.085. C reation of subsidiary corporation, (a) The bond bank

29 authority may create one or more subsidiary corporations for the following purposes:

30 (1) providing financial and other assistance to governmental employers

31 to enable the governmental employers to reduce their costs o f providing retirement
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1 and other benefits to their employees by prepaying all or a portion of their shares o f

2 the unfunded accrued actuarial liabilities of retirement systems;

3 (2) receiving payments and providing servicing for payments to or

4 from participating governmental employers: and

5 (3) performing other duties and providing other services as the

6 subsidiary corporation considers necessary or desirable to further the purposes set out

7 in (1) and (2) o f  this subsection.

8 (b) The bond bank authority may incorporate under AS 10.20.146 - 10.20.166

9 a subsidiary corporation created under (a) of this section. The bond bank authority

10 may transfer assets o f the bond bank authority to the subsidiary corporation and may

11 agree to secure bonds, notes, commercial paper, or other obligations of the subsidiary

12 corporation with a reserve fund established under AS 44.85.270.

13 (c) A subsidiary corporation created under (a) o f  this section may borrow

14 money and issue bonds, notes, commercial paper, or other obligations as evidence of

15 that borrowing and may have all the powers o f the bond bank authority that the bond

16 bank authority grants to it. The provisions o f AS 44.85.130 • 44.85.170 and 44.85.270

17 - 44.85.390 apply to the subsidiary corporation and to bonds, notes, commercial paper,

18 or other obligations issued by the subsidiary corporation. Unless otherwise provided

19 by the bond bank authority, the debts, liabilities, and obligations of the subsidiary

20 corporation are not the debts, liabilities, or obligations of the bond bank authority.

21 (d) The staff o f the bond bank authority serves as staff of a subsidiary

22 corporation created under (a) o f this section. The bond bank authority shall determine

23 the membership or the process for selecting the membership of the board of directors

24 o f the subsidiary corporation. The bond bank authority may permit some or all of its

25 directors to serve on the board o f directors o f the subsidiary corporation.

26 Sec. 44.85.086. Powers of subsidiary corporation. A subsidiary corporation

27 created under AS 44.85.085 has the following powers in addition those granted to it

28 under AS 44.85.085(c):

29 (1) to make loans to and enter into contracts with governmental

30 employers;

31 (2) to incur debt in furtherance o f its putposes in the form of bonds,
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notes, commercial paper, or other forms as the subsidiary corporation considers 

appropriate;

(3) to secure its debt with a pledge o f  any assets that are available to 

the subsidiary corporation for the purpose, including identified revenue and 

contractual payments from participating governmental employers, and the general 

assets and revenue o f the subsidiary corporation; and

(4) to entei into contracts with underwriters, bond counsel, financial 

advisors, accountants, actuaries, and other contractors to provide assistance as the 

subsidiary corporation considers desirable to accomplish its purposes.

* Sec. 4. AS 44.85.100(b) is amended to read:

(b) The bond bank authority shall include in the report required by (a) of this 

section an estimate of the amount of revenue bonds o f the bond bank authority to be 

issued during the fiscal year following the fiscal year in which the report is submitted. 

O ther than refunding bonds and other than bonds, notes, commercial paper, or 

other obligations issued under AS 44.85.086 and 44.85.180fa)(5). the [THE] bond 

bank authority may not issue revenue bonds [, OTHER THAN REFUNDING 

BONDS,] in excess of $75,000,000 during any fiscal year beginning after June 30, 

1981, unless the legislature, by law, approves the estimate required by this subsection 

for that fiscal year.

* Sec. 5. AS 44.85.180(a) is amended to read:

(a) Subject to AS 44.85.100(b), the bond bank authority may issue its bonds or 

notes in principal amounts that it considers necessary to provide funds for any 

purposes under 'his chapter, including

(1) th ^ u rc h a s ^ o f  municipal bonds,

(2) the making o f  loans through the purchase o f municipal bonds, 

notes, or certificates of participation secured by an agreement between the bond bank 

authority and a municipality or a municipal joint insurance arrangement organized 

under AS 21.76;

(3) the payment, funding, or refunding o f the principal of, or interest or 

redemption premiums on, bonds or notes issued by it whether the bonds or notes or 

interest to be funded or refunded have or have not become due;
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1 (4) the establishment or increase of reserves to secure or to pay bonds

2 or notes or interest cn  bonds or notes and all other costs or expenses of the bond bank

3 authority incident to and necessary or convenient to carry out its corporate purposes

4 and powers^

5 (51 assisting governm ental employers to prepay all or a portion of

6 their share of the unfunded accrued actuarial liabilities of retirem ent systems.

7 with security as the bond bank authority  considers reasonable.

8 * Sec. 6. AS 44.85.180(c) is amended to read:

9 (c) Notwithstanding the provisions of (a) and (b) o f  this section, the total

10 amount of bond bank authority bonds and notes outstanding at any one time [,

11 EXCEPT BONDS OR NOTES ISSUED TO FUND OR REFUND BONDS OR

12 NOTES,] may not exceed $500,000,000. This subjection does no? apply to (1)

13 bonds or notes issued to fund or refund bonds o r notes: (2) bonds, notes,

14 commercial paper, and other obligations issued under AS 44.85.086 or

15 44.85.180(a)(5).

16 * Sec. 7. AS 44.85.410(a)(5) is amended by adding a new paragraph to read:

17 (8) "governmental employer" means the State o f Alaska or a

18 municipality or other state or municipal governmental entity within the state, including

19 an agency, instrumentality, district, school district, public corporation, department,

20 division, or other subdivision of the state or of a municipality, in its capacity as an

21 employer.

22 * See. 8. This act takes effect immediately under AS 01.10.070(c).
^  / /  .  / -

V ,

_  (i h j L  * •  * r

HB 278 -8*
New T e x t  U n d e r l i n r d  [DELETED TEXT BRACKETED]

HB0278a





ABOUT THE AUTHOR

Roger I .  Davis is chair of Ihr Public Finance Department at Orrlck, Herrington & 
Sutcliffe LLP. Hie premier bond counsel firm In the country. Mr. Davis Is also head 
of Orrick's Pension Obligation Bond Croup and has worked on more than 20 POB 
Issues in various stales.

Members of Orrlck s Pension Obligation Bond Group are shown on the contact list 
on the Inside of the back cover of this booklet.

DISCLAIMER: Nothing in this booklet should be construed or relied upon as legal advice 
Instead, this booklet is intended to serve as an introduction to the general subject of the use ol 
pension obligation bonds, from which better Informed requests for advice, legal and financial, 
can be formulated.

Published hy
Orrick, Herrington & Sutclill up 

All rights reserved.
Copyright © 3003 by Orrick. Herrington t  Sutcliffe tie

No part of this book may be reproduced or transmitted in any form or by any mean:, electronic 
or mechanical, including photocopying, recording or any information storage and retrieval 
system, without permis*inn in writing from the publisher.

TABLE OF CONTENTS

Chapter 2. Pension Obligations............................................................... 3

A. Unfunded Accrued Actuarial Liability (UAAL)................................ 3
B. Normal Annual Contributions .................................................. 4

Chapter 3. Reasons For Issuing POBs...................................................... 5

A. Interest Rate Savings.............................................................s
B. Discounts............................................................................6
C. Arbitrage............................................................................6
D. Budget Relief....................................................................... 7
E. Labor Relations Benefits ........................................................ 7
f. Better than the Alternatives ....................................................8

Chapter 4. Possible Disadvantages......................................................... 9

Chapter 5. Types of POBs..................................................................... 11

A. Security..............................................................................11
B. Credit Ratings/Borrowing Capacity............................................13
C. Structure ... .................................................................... 14
D. Payments to the Pension Fund: Whole or Part..............................17

Chapter 6. Tax Issues ..........................................................................19

A. Taxable Bonds.................................................................... 19
B. Tax-Exempt POBs Prior to 1986 Tax Act...................................... 19
C. Tax Reform Act of 1986; Transition Rules...................................20
D. Columbus Case...................................................................21
E. Tax-Exempt Working Capital Bonds ......................................... 22
F. Investment of POBs In Municipal Obligations.............................23
G. Other Considerations: Effect on TRANs ......................................24

Chapter 7. Federal Reimbursement Issues..............................................25

Chapter 8. New York............................................................................27

Chapter 9. California........................................................................... 31

Chanter 10. Oregon...............................................................................35

Chapter 11. Similar To POBs ................................................................. 39

Contacts. Orrick's Pension Obligation Bond Group Inside Back Cover

Chapter 1. Introduction......................................................................................... i



CHAPTER ONE

Introduction

Pension ob lig ation  I Hinds ("P O B s " ) are bonds issued by a s late o r loca l governm ent 
to  pay Its ob ligation  to the pension fu n d  o r  system  In w hich Its em p loyees (o r  o tlie rs  
fo r whose pension benefits It is responsib le) are mem bers. P O B s  are an increasingly 
p opu la r way fo r state o r  loca l governm ents to  accom p lish  a variety o f  financia l and 
o th e r (in c lud ing  po litica l) objectives.

A ccord ing to  T h om son  F inancia l, d u ring  the past decade there have been at least 
2 7 5  P O B  Issues by state and  local governm ent Issuers In at least 2 2  states.

T h e  purpose o f  this pam ph let Is to  In troduce interested parties to  d ie  reasons why 
P O B s  are issued, advantages/disadvantages, structure alternatives, federa l lax  Issues, 
and representative p rogram s tn three states where P O B s  are pa rticu la rly  popu la r.

T h e  au th o r is chair o f  d ie  Pub lic Finance D epa rtm en t at O r r ic k . H e rrin g ton  8r 
Su tc liffe  LLP and has been b ond  counsel on  m o re  than twenty P O B s  in  various states. 
O rric k  is the na tion s p rem ier bond  counse l firm , ranked num be r on e  fo r  m o re  Ilian  
a decade.' w ith  extensive experience in a ll types o f  P O B  and  s im ila r financings.'

• Rankings lor securities transactions of various types are performed annually by Thomson Financial, 
which has ranked Orrick number one In (he country as bond counsel since prior to 1990. In an average 
year, Orrick handles more lhan _oo bond issues, aggregating more than S20 billion.
’ Orrick is ranked by Thomson Financial as the number one bond counsel in Ihe country lor POBs over 
Ihe Iasi decade, with more lhan 4 limes as many such issues as Ihe second ranked firm.
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CHAPTER TWO

Pension Obligations

Pension ob ligations genera lly fa ll in to  tw o categories:

A. Unfunded Accrued Actuarial Liability (UAAL)

T h e  un funded  accrued actuarial liab ility  ("U A A L " ) Is de te rm ined  by tlie actuary 
fo r  the pension fu n d  to  lie the am oun t by w hich the p ension  fu n d  is short o f  the 
am oun t that w ill be necessary, w ith ou t fu r th e r paym ents fro m  tlie  s ta le o r loca l 
governm ent, to  pay lieneflts a lready rned  by  cu rren t and  fo rm e r em p loyees 
covered by the pension system . T lie  U A A L  is based o n  assum ptions (in  som e cases 
established by d ie actuary and in  som e cases by d ie  pension system o r by t lie  state o r 
local governm ent) as to  retirem ent age. m orta lity , p ro jected salary Increases attribu ted 
to  in fla tion , across-the-board raises and  m erit raises, increases in  reO remcnt benefits, 
cost-o f- liv ing  adjustm ents, va luation o f  cu rren t assets, investment re tu rn  and other 
matters. In  o rder to  avoir! v o la tility  in  the U A A L  based o n  swings in  m arke t 
va luadon , the investment gains anti losses on  assets In tlie  [tension fu nd  are o ften  
recognized (somcdmes referred to as "sm ood ted " ) over a 3  to  5 year iie rio d .1 T h e  
state o r loca l government Is ob ligated to  am ortize  d ie  U A A L  over a period established 
by law o r agreement w id i d ie [tension system , typ ica lly  at an assigned Interest rate 
established by tlie  pension system, which assigned interest rate Is usually the same as 
the actuary ’s assumed rate o f investm ent te tu rn  o n  pension fund  assets (sometim es 
referred to  as tlie  "Actuarial Kate").

' Note that the smoothing methodology referred to may result in “ unreall/ed" or “ lagging" unfunded 
liability. Sec discussion o f POB possibilities in footnote 4.
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B. Normal annual contribution
In addition to making payments toward any U A A L . the stale or local government 

Is required to make payments to the pension lurid each year In respect of Ihe present 
value of tlie benefit ; being earned by the current employees covered by die pension 
fund (dial Is. the amount being earned by diosc employees with each paycheck 
necessary to pav future retirement benefits, based on assumptions of mortality rates, 
salary increases, assumed rate of investment income and the oilier assunipdons 
referred to In the preceding patagrapli), generally referred to as the "normal annual 
contribution."

AN INTRODUCTIO N TO

CHAPTER THREE

Reasons For Issuing POBs

T h e  reasons why state or loca l governments Issue P O B s  vary from issuer to Issuer 
and from lime to  tim e w td i econom ic condiUons and od te r circum stances. However, 
these reasons genera lly  fa ll Into one o r m ore  o f  die fo llow in g  categories:

A. In te re s t  Rate S av in g s

As described in C hap ter Two. most pension systems assign an interest com ponen t 
to  the  payments d ie state o r loca l governm ent Is requ ired to  m ake in respect o f  its 
U A A L . Assigned Interest rates cu rren tly  genera lly  range from  7 '/ ,%  to  8 '/ ,%  
depend ing on  d ie  particu la r pension system. W h en  taxable bond  rates are low, and  
as o f  fa ll 2 0 0 3  dtey are rough ly  5 .9 5 %  o r less fo r 3 0  year deb t, then P O B s  can 
fu n c tion  like a classic Interest rate savings re fund ing  Fo r exam p le . If the assigned 
rate Is 7 .5 %  o n  a U A A L  o f $ IOU,0 0 0 ,0 0 0 , d ie  annua l a ll in  cost w ou ld  lie rough ly  
$ 8 ,5 0 0  0 0 0  assum ing a 3 0  year am ortiza tion , com pared  to  an a ll in cost o f  
$ 7 ,3 0 0 ,0 0 0  o n  PO B s  am ortized over tlie same period assum ing a 5 .9 5 %  interest 
ra le  and  costs o f  issuance o f  1% . These savings to  a degree can he fron t loaded o r 
otherw ise structu red to occur w lion must needed (see Section C  o f  C lia p te r 5 )

On die other hand, because the factors on which tlie UAAL is based are constantly 
changing (such as mortality and Investment return), tlie final amount of interest rale 
savings cannot lie determined with certainty. Also, the assigned interest rate may 
change from time to time during die life of tlie bond issue, and, at least theoretically, 
the amount o f interest rate savings could become negadve (even If all tlie other 
factors remain die same) if tlie assigned Interest rate weie to drop and remain lielow
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I lie  b ond  Interest ra le fo r a substantia l pe riod . S o  far this lias n o t occurred , even 
tlio u g h  tlie  assigned in tc irs l ra le  n som e cases Iws d ropped  by m ore  titan one 
percentage poin t since die m id  990s . T h is  possib ility is fu rth e rm o re  genera lly  
considered to  lie  un like ly , because tlie assigned Interest ra le  Is based o n  an assumed 
Investm ent rate n f retu rn  which reflects investments w ith a higher risk p ro file  and, 
therefore , h igher pro jected re tu rn  Ilian  the PO B s .

B. D iscoun ts

In  som e cases, it m ay also bo possib le to negotiate d iscounts w ith  the pension 
system  fo r  ea rly  payment o l the n o rm a l annua l c on tr ib u tion  o r even the U A A L  
(w hich m ay le llect tlie  |iension fund's assumed ra le  o f  investment re tu rn  o r even its 
then cu rren t investment ippo rtun ity ). It may a lso be an o p p o rtu n ity  to  renegotiate 
o i lie r  term s o f  the ponst »i ob ligation .

C. A rb i t rage

G ene ra lly , ponsiot unds m ay Invest In a m u r ii b roader tango o f  investments 
titan tlie  state o r  In  i* governm ents , and Die size and  diversity o f  the pension fund's 
p o r t fo lio  a llow s I a higher risk p ro file  titan the state o r loca l govpm m en i cou ld  
p iu d cn t ly  sust w i l l its own I' "ra im en ts . As m entioned  above, ti lls  Is why tlie 
assumed ra le  o f  ns stm en l re tu rn  is genera lly m ateria lly  higher than the bond  
rate. T h e  actual investment pe rfo rm ance o f  most pension systems (at least In m ost 
years) lias substai i illy exreeded the assumed interest rate. The re fo re , there is 
tin* possib ility  tl proceeds o l the P O B s  w ill be Invested by tlie pension  fu n d  at 
s ign ifican tly  high t re tu rn  than  ihe  in le te s l cost o n  tlie P O B s  (even i f  interest on  
ll ie  P O B s  Is laxaulc).

In  almost all cases H ip  benefit of earnings on Investment of bond proceeds in the 
pension fund will lie credited tu tlie state or local government Issuer either In reduced

AN INTRODUCTIO N TO

U A A L  o r tcduccd n o rm a l annua l c on trib u tion  o r b o th  In  som e cases, tlie  a lloca tion  
o f  this benefit Is subject to  negotia tion  between the stale or lo ca l governm ent and  the 
pension system and m ay even Ite decided t , the state o r  loca l governm en t each year 
T h is  benefit f rom  earn ings Is w hy Interest o n  P O B s  Is genera lly n o t exempt fro m  
federa l In com e tax (sec C hap te r 6 ) . S o  tins arb itrage Is not the typ ica l m un ic ipa l 
b on d  arbitrage derived from  bo rrow ing  at tax-exempt rates and  Investing at taxable 
rates, but ra ther what m igh t be called risk  arbitrage derived fro m  bo rrow ing  against 
the credit o f  the state o r  local governm ent and  partic ipating th rough  the  pension 
fu n d  in  a p o rt fo lio  o f  investments that Is designed to  p roduce a h lg lie r y ie ld  and  
manage the h igher risk th rough dive iification . O f  course, tlie re  is n o  guaran ty that 
such arb itrage w ill be positive.

D. B udge t  Relief

Particu la rly  In tlte cu rren t en v ito nm en l o l substantial budget deficits. P O B s  are 
be ing used fo r  budget re lie f. T h is  may lie  accom p lls lted  by

(1 ) ream ortiz ing  the U A A L  by rep lacing the ob lig ation  to  the pension fu nd  w ith 
P O B s  having a longe r term  and /o r low er payments In the ea rly  years (o r even no  
debt service in the early years i f  capital appreciation bonds (C A B s ) o r  capita lized 
interest Is used); and /o r

(2 ) fund ing  the n o rm a l annua l c on trib u tion  fo r tlte cu rren t (and  m aybe tlie next) 
fiscal year (to  the extent perm itted by app licab le state law)

E. Labor R e la t ion s  Bene f i ts

Som e  sta le o r  local governm ents have used I’ O C s, at least in p an , in  im prove 
re lations (o r negotia tions) w ith its employees and their un ions by fu nd in g  un funded  
pension liab ility  to  those employees
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In  sol no rases, PO B s  are siinplv betlei lhan Ihe alternatives: (i) paving more 
Into die pension fund, (ii) asking employees to pay more Into the pen .ion fund; 
(iii) reducing hcneflls; m (iv) hoping dial gains on p en .Ion fund investments will 
subsianlially cxreed llie assumed rale of Investm ent return.

F. Better Than The Alternatives

8 AN INTRODUCTION TO

CHAPTER FOUR

Possible Disadvantages of POBs

Desp ite  tlie  foregoing benefits o f  P O B s , there are a few possib le disadvantages:

A. In  som e Jurisd ictions, a state o r lo ca l governm ent m ay negotiate o r  even 
un ila te ra lly  m ake changes in its pension ob lig a tion , perhaps by p ostp on in g  
payments o r  changing assumptions. P O B s  replace Mils p o te - t ia lly  flex ib le  
pension ob ligation  w ith  a m ore  Im m u tab le  b ond  ob lig ation .

B . As exp lained In  Chap ter 3 , while un like ly , it is possib le l l ia l d ie  assigned interest 
rate w ill d rop  be low  die b ond  interest rate o r llia t d ie pension  fu n d  w ill have 
negadve earnings. In  each case fo r  a sustained period .

C . I l the pension fu nd  en joys liigher than  expected earnings, the pension fu n d  
m ay becom e overfunded  and resu lt in  tem pora ry  con tr ib u tion  ho lidays , bu i a lso 
can lead to increases in retirem ent benefits that may be costly  to  sustain at sume 
p o in t in  the fu ture.

D .  P O B s  resu lt in paym ent to  and Investm ent by the pension fu n d  o f  a lu m p  sum  
am oun t that otherw ise w ou ld  have been paid and invested in increm ents over a 
pe riod  o f  years, concentrating rather than spreading m arket tim ing  risks.

E . A lm ost a ll PO B s  arc taxable and most taxable bonds w ith  fixed interest rates 
are so ld  as noncallab le bonds Add ing  a redem ption  featu re w ill o rd in a r ily  
resu lt in  a m ateria lly  higher interest rate cost tiian Ihe same redem p tion  feature 
in tax exem pt bonds. The re fo re , taxable nonca llab le  b ond s m ay be expensive 
to  re fund  o r defease, .’ '•hough there liave lieen a num ber o f  successful te rnk ‘1 
o ffe r re fund ings o f taxable PO B s  (that is a tender o ffe r was m ade fo r  the p rio r 
b onds and the tender price was paid w ith  proceeds o f  new  re fu nd in g  bonds).
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A nothe r way to  add rr\s  this concern  is by using variable rate bonds, which 
m ay  con ta in  redem p tion  p rovis ions w id iou t add itiona l interest rate cost, and 
m ay tie acc om pan ied  by a flo a ting  to -fixed  Interest rate swap i f  a fixed ra le  
ob lig a tion  is desired.

A ijfc that nany ol these issues can be addressed in whole or In part by using POBs to ■ 
fund less than all of the UAAL

AN INTRODUCTION TO

CHAPTER FIVE

Types of POBs

A. Secu r i ty

M ost P O B s  are payab le fro n t the general fu nd  o f  ihe Issuing sta le o r  loca l 
governm ent. As such, they must either satisfy o r be exem pt fiom  tlio  debi lim iia tinn  
p rov is ions typ ica lly  fo u n d  in  tlte app licab le state con stitu tion  and , accord ing ly , 
genera lly  fa ll In to  one o f  die fo llow in g  three categories:

1 . General o b lig a tio n  bonds, w lik h  term  genera lly refers to  bonds tlia t satisfy any 
constitu tiona l debt lim ita tion  and are backed by the fu ll fa ith  and cred it and taxing 
pow er o f  d ie  issuing state o r loca l governm ent. An exam p le is the $ 1 0 ,0 0 0 ,0 0 0 ,0 0 0  
State o f  I l lin o is  G enera l O b lig a tion  B onds Pension Fund ing  Series o f  June 2 0 0 3  
(T axab le ), d ie  largest P O B  Issue to  date A va riadon  Is fu l l fa ith  and  credit lim ited 
tax bonds payable from  availab le general funds but w ithou t any ob lig a tion  to  levy 
add itiona l taxes Sec discussion in C hap ter 10.

2 . O b lig a tio ns  im p ose d  b y  lavy, which term  refers to  an exception re c o g n im l 
in a few  states from  the otherw ise app licab le debt lim ita tion  con ta ined  in  the 
s late con sd tu tion . It app lies to nb llg adons im posed o n  the  state o r loca l 
governm ent by d ie  constitu tion  o r  by statute or. In  som e cases, by cou rt ju dgm en t 
as d istingu ished from  a vo lu n ta ry  exercise o f  the b o rrow ing  ptnver by tin- s la te  o r 
lo ca l governm ent. M ost pension ob ligations w ou ld  qua lify  and . in  states In  which 
d ie  ob ligations im posed by law concept applies, bonds Issued to  fu nd  those pension 
ob lig ation s (P O B s ) are considered to  liave the same legal character as t lie  pension
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ob ligation s llirnnclves P O B s  Issued In C a lifo rn ia  d u iln g  tlte past decade have all 
been ob ligations Im posed b y  law. Sec discussion in C hap ter 9,

P O B s  issued as obligations lm|josed by law generally cannot include reserves or 
capitalized interest I Krause those components of tlte obligation are not considered 
to be Imposed by law. even on die ihetitv tlicy are essential to marketing the bonds 
(because so many obligations imposed by law P O B s  base been Issued wilhoul diem). 
( )n (lie other hand, costs of Issuance mas lie Included. ’Die inability to include 
capitalized Interest means that It may lie diflicult to achieve complete budget relief til 
the early period following issuance of die bunds without resort to capital appreciation 
Ixmds (C A B s ).

3 . A n n u a l  approprialion bonds,  w hich  te rm  re lers to bonds that ate not 
i onsidered  debt subject to  a constitu tiona l debt lim ita tion  because d ie state o r  local 
governm en t Issuer lias n o  legal ob lig ation  to  pay d iem  and paym ent Is therefore 
subject to  annual (o r o ther |ie riod ic ) a p p iop ria d on  o f  funds fo r d ia l purpose at die 
d isc re tion  o f  d ie legislature o r govern ing  body  o f  the state o t loca l governm ent Issuer. 
Fxam plox Include the S / 7 3 .5  million P O B s  issued In I9 9G  fo r llie  State o f N ew  York 
and die $ 2 .8  b illion  P O B s  issued In 19 9 7  fo r d ie  State o f N ew  Jersey

■I Other. In  the m id - 193% and occasiona lly since, som e cldes and coundes In 
C a lifo rn ia  issued P O B s  as so ca lled  asset strip lease revenue bonds o r  certificates 
o f  pa itJc ipatjon  (C O P s ) H ie  city o r coun ty  leased existing facilities (w ith a value 
at least equivalent to  Ihe am oun t o l b o n d s /C O P s  to  be Issued) to a Join t |Kiwers 
a u d to t i ly  o t other governm enta l entity o r to  a nonp ro fit ro rp o ra llo n . sim ultaneously 
leasing them  back, the Ic.isetiack was assigned to  a trustee and  b on d s/C O P s were 
issued secured by the leaseliar k payable Iru tn  d ie  city o r  .o u n ty s  general fund , and 
the p roceeds o f  die IH ind s/C O Ps w rre  paid to  the pension lu n d  net o f  costs o f  
issuance and  reserves and  capita lized Interest retained bv d ie  trustee.

In  certa in  circumstances, it m ay also m ake sense to  use revenue bonds as P O B s  
( lo r  exam p le , i f  the issuer is a revenue p iu du c ln g  enterprise, a u lh o ri ls  nr rlistrict).
(See a lso C h a p in  10 .)

AN INTRODUCTION TO

B. Credit Ratings/Borrowing Capacity
Because PO B s  replace existing pension ob ligations, U uy  are not genera lly  viewed 

as adding to  the debt burden o f  d ie  state o r  loca l governm ent issuer (m uch  like  a 
rn n vcnu on a l re fund ing ).' T o  quo te  d ie rating agencies:

"M oody's believes Ihe issuance o f  pension ob ligation  (m ods (P O B s ) ts ora* 
efTecdvo way o f addressing an un funded  liability . Since P O B s  reduce d ie  cost 
o f  fund ing  an un funded  liability, lltc ir Issuance is nut by Itse lf a credit weakness. 
However, the p lann ing and analysis conducted by a loca l governm ent as p a i l o f  
tlie  decision to grant expanded benefits, d ie government's p lan  fo r fund ing  any 
un funded  pension liability, and Its ab ility  and w illingness to  budget app rop ria te ly  
fo r  any attendant lilgher costs, are reflective o r  d ie  qua lity o f  t lie  government's 
overa ll financia l management. These factors, therefore, w ill be considered in  ou r 
assessment o f  a government's general credit qua lity .’

'S tandard  &  Poor's factors Ihe effects o f  a pension ob lig ation  b ond  strategy In to  
d ie  long -te rm  rating o f  the sponsor Standard Ri Pom's has v lew in  p O B s  as a 
strategy fo r savings on  carry ing charges as long  as the transaction was structu red  
ron se rvadve ly  and  the assumptions were reasonab le and  attainab le . This 
requires a clear financing p lan Inc lud ing  reasonable assum ptions and  manageable 
leverage. Prudent cxpcctadons fix  investment returns and  the cau tions use o f 
resu ltant savings he lp  Insure a P O B s  success. A nother positive factor fot a 
P O B  Is. o f  course, to  be fo rtuna te  enough to  sell d ie bonds In a low  Interest 
ra le  env ironm en t, d iereby Increasing the spread between interest costs and 
investm ent re tu rn  expectations and low ering d ie  risk o f  u n d e rp e rfo rn ia n re

" i i t c h  believes d ia l PO B s, If used m oderate ly and  In c on ju n c tion  w ith a p ruden t 
approach to  investing d ie proceeds and o ther pension assets, can lie  a usefu l to o l 
In  asset liab ility m anagement. However, a fa ilu re to  fo llow  lia lanced and p ruden t 
Investment practices svtdi respect to  P O B  proceeds cou ld  ex|iose d ie  sponsor to  
m arket losses.

' Note that to Ihe extent Ihe POBs lund II e normal annual contiibuhon, new long term debt is oealpd 
which could have an attect on ciedlt latlngs not present it the POBs tund only Ihe UAAI.
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Be tauv - a sjmmisoi s un funded  pension liab ility  Is already factored In to  (lie  ru ling, 
d ie  lu u x t a  o f PO B s  sim p ly m oves tlie  ob lig ation  from  one purl o f  ll ie  balance 
stmet to  another. H ow ever, F it r li notes t in t P O B s  create a tru e  debt, on e  which 
m ust lie paid on  tim e and  in fu ll, rather than a softer pension liab ility  that ra n  
lie  defe rred o r  rc s rfiedu ird  from  tim e to  tim e  du ring  periods o f  fiscal stress. 
Consequen tly . P O B s  ta n  have a significant effect on  financia l flex ib ility  over tim e .'

I fie actual ratings o n  ihe P O B s  w ill depend p rim a rily  o n  legal stru t lu re . Genera! 
ob lig a tion  bonds and  annua l app rop ria tion  P O B s  shou ld  be rated l l ie  same as tlie  
Issuers o i lie r general ob lig a tion  o r  annua l app ro ; •non debt O b lig a tion s Im posed 
by law  P O B s  a ir  genera lly  rated In between: a n o tc li below  the issuers general 
ob lig a tion  btim l rating and a notch a lxive its lease o r  o ther annua l app rop ria tion  debt

C. S t ru c tu r e s

Because I’ O B s  are gcneta lly payable d irectly fro m  tlie  genera l fu n d  o f  d ie slate 
or lo ca l governm enta l Issuer, d ie  structu re o f  d ie  b ond  Issue is usually  s im p le and 
x tra lgh tfo  -ward, vary ing p rim a rily  In interest rate m ode , using one o r a com b ina tion  
o f d ie  fo llow ing :

I Fixed rote bonds.  Because most P O B s  ate issued, at least u i part, to achieve 
Interest ra le  savings, rnosi P O B s  are Issued as fixed rate lionds. T h e  advantages 
are dm sam e as fixed ra le  bonds genera lly ; namely, they lock in Interest cost, and 
w ith  interest rates at h istoric lows, (his Is a very attractive prospect in itself. T lie  
d isadvantages arc: (i) the assigned interest ra le  on  ihe |>ension ob ligations funded  
w ith  P O B s  is n o t fixed, su interest savings cannot be fixed w itli certa inty (see Section 
A o f  C lia p le r  3); and (r.) fixed ta le  taxable bonds an 1 usually so ld  as noncallab ie . so 
iliey  cannot lie easily re funded  o r defeased it ra les d ro p  o r c ii iu in s la n rc s  cliange (see 
d iscussion Section I' o l C liap ie t *1).

f Variable ,ate d e m a n d  bonds.  Vaiiabk- iate dem and bonds are bonds Hie 
Im lde is o f which m ay lender them  bac k to  llie  issoei o r Its agent u p on  short notice

AN INTRODUCTIO N TO

(usua lly  7 davs. b u l may lie I d ay  1 m on th  o r o ther periods), lo r  a purc liase price 
equal io  par p lus accrued Inieiesi As a resu lt, they bear interest at rates like, and  
11*vc som e m lie t c liata i te ris llcs o f, short te rm  ob ligation s . Variab le  rate dem and 
bonds genera lly  require a liank letter . i f  c redit, standby purchase ag iec iiim t o r  o ilie r 
fac ility  to  assure liqu id ity  In the event Ixincls are tcm le ied  and  cannot I *  rem ai keted. 
Un less the Issuer is h igh ly  rated, variab le ra le  dem and liond s are typ ica lly  alsn credit 
en ltanced w ith  cid icr b ond  Insurance o r bank letter o f  credit o r  iid le r credit facility. 
T h e  advantages o f variab le rate dem and P O B s  are that ( l ) d ic ir Interest rates are 
genera lly  low er d ian fixed rate bonds, and (li) Ihey are usually  subject to  redem ption  
a l any Ume w ithou t p rem ium  and at n o  extra Interest rate cost fo r the right to  
redeem . H ow ever, w h ile  llie  Interest rate usually  Marts ou t low er (ban  lixed  ra le  
b om b , the rate Is variab le and  subjects d ie  Issuer to  interest ta le  exposure and risk In  
d ie  interest rate savings ob jecdve and to  d ie risk a rb llia g e  (tension fu n d  investment 
ob jocdve fo r Issuing d ie P O B s  (sec discussion In Sections A and  C  o f  C hap te i 3 ). 
In terest rates m ay be afTccted no t o n ly  by n v rk e t c ond ition s I m l a lso by d ie  financia l 
c ond ition  o f  ll ie  Issuer o i llie  credit p rov ider o r liqu id ity  p rov ider. In  add it ion , tlie ie 
ate risk , costs and  aggravation associated w ith renewal o f  any bank liqu id ity  o r credit 
facilities, which usually have a le tm  o f  one  to  live years, com pared  to  d ie  P O B s  which 
typ ica lly  have a tem i o f  m o re  d ian  2 0  years,

3  Auction rate bonds.  Auction  rate bonds appear to  lie the most p opu la r current 
variab le  u te  m ode  at this um e because they d o  not require a hank letter o f  credit, 
standby purchase agreement o r s im ila r liqu id ity  fac ility  requ ired  fo r variab le rate 
dem and bonds o r com m erc ia l paper T i lls  is liecause auc tion  rate I K inds are no t 
pu ltab le  back to  the issuer but Instead are subject to  period ic  aucUon (typ ica lly  evei y 
7, 2 8  oc 3 5  days) i f  d ie  ho lder w ou ld  like to  dispose o f  Its bond s o the r t lian  by dirts I 
sale. T h e  Interest rate is reset by Ihe auc tion  price and  lends In tie m a teria lly  less 
d ian  d ie  then curren t fixed ra les (fu r exam ple . In d ie fa ll o f  ?>■ i. 7 day aui tlnn rate 
taxable P O B s  bo re  ra les o f  lo u g h ly  1 .0 5% - 1 1 5 %  com pared  in  3 0  year taxable fixed 
rates o f  app iox lm atc ly  5  9 5 % ) . I lowever. (here Is n o  assurance that a o r l ln n  ra les w ill 
not in i lease to  exceed the lixed ra le  a l w h ich d ie P O B s  cou ld  liave been orig ina lly  
issued. I f  there Is an auction w ith n o  buyers (i f., a (ailed au c tion ), the Interest ta le
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usua lly  to  llw  m ax im um  rate (typ ica lly  12  to  1 5% ) Failed auctions arc rate 
I 1m p rim a ry  i cason dies m ay  o rc u r is ( l ) a c lou d  o f  sonw  k ind  on  the lax -exem ption 
u l llie  ImmiiIs (fo i exam ple , an  IK S  audit or challenge lo  th r  lax exem ption n f s im ila r 
ixu td s). s v liir li is no t a risk fix  n x» t P O B s  I>ccauxc they are taxable; ix  (II) a sbotk  
lo  ih e  security fix  llie  Ix in ris (lo r exam ple, bank rup tcy  o f  an lrti|X>rtarit source o f 
revenue) w hich Is lin jw n liabk' •*1lh genera l fu n d  ob ligations like P O B s  unless die 
issuei goes lia iik iu p t (w li lrh  stales ra n n o i d o  under U .S . b ank rup tcy  law. and  cldcs 
and  ro u n d e s  d o  very ra ie lv ).

■1 I n d e x e d  bo n d s ,  indexed bonds are vaiiab le ta le  bond s d ia l arc not subject to 
lende i back to  d ie  issuer arid , liie ie fo te , d o  no t require a bank liqu id ity  facility, and 
Ix-ar interest al a lixed spread over a m arket Index (typ ica lly  r ld ie t ihree o r six m on th  
L IB O R )  resel at tlie  end o f  each accrual |x -nnd (typ ica lly  qua rte rly  i f  Ih ree m on th  
I . I B O R  is u v d  o r sem iannua lly  I f  six m on th  L IB O R  is used). L IB O R  refers to  die 
I o n d o n  In te rbank O fle re d  Rate and is pub lished daily as page 3 7 5 0  on  d ie  Telerale , 
Inc news and  in fo rm a tio n  service (referred lo  as d ie O ffic ia l L IB O R  Page) Indexed 
bu ild s  o f  tJils typo are used p rim arily  to  facilitate m arketing  o f  P O B s  outside o f  die 
IJ  S  w hen investors are rn o ie  accustomed to L IB O R  based investments, but are also 
attractive to  m any U  S investors as w ell. L ike auction rate bonds. Index bonds may 
be subject to  redem ption  w ithou t pena lly . However, a lso like ant (ion  rate bonds 
there ts n o  assurance d ia l L IB O R  indexed rates w ill no t Increase to  exceed the fixed 
rate ai w hich d ie  P O B s  cou ld  have txxm o rig ina lly  Issued. How ever, un lik e  auction 
ra les , tlx* L IB O R  Index is n o l a lie n e d  by events a ffecting d ie P O B s  Issuer o r llie  
P O B s  Index bond s may a lso be swapped lo  fixed m o re  r f f i r ie n l ly  and  w ith  lltd e  o r 
n o  basis risk com pared  lo  auc tion  o r o ther variable ra le  bonds Itecause llie  g loba l 
swap m arke t Is p rim arily  L IB O R  based.

5 Capital appreciation bonds.  Cap ita l appreciation  bonds (C A B s) are bonds 
d ia l bear n o  cu rren t m tcresi. w h ich  instead is accrued, c om pounded  (usua lly  
sem iannua lly ) and  paid a l l l ie  m atu rity  o f  the bonds. T h ey  are used p rim a iilv  lo  
reduce d e li l service in tlx- ea ily  years A satia tion  is ron vc i lib le  CA B s . d ia l function  
as C A B s fo i several years and  dton convert o i l a certain d a le  to  current interest

AN IN IR O D U C T IO N  TO

bonds i l‘h interest paid sin tlie tlien accrued value nf tlie imnds. Ix-lng die original 
principal amount plus the amount of accrued, compounded Interest up to thr* 
conversion date). T he disadvantage o f  C A B s  is that hlglier rates o f  Interest ate 
required In order to market diem
G. S w o p s .  I f  variable rale bonds are used, (lie resulting Interest rale exposure may 
be swapped to a fixed rate. In whole or In pari, using a floatlng-to-fixed Interest 
rate swap. While swaps may often make a great deal of sense In this context, tliey 
are complex financial Investments and beyond the scope o f this pamphlet. It is 
important to make sure (hat if a swap is to be used, it is consistent with ihe issuer's 
obJccUves and docs not Itself expose dx: issuer (o risks or consequences the Issuer 
docs not fully understand or ace inconsistent with Its objectives. For example, if llie 
purpose of using variable rate PO B s  is to allow fix refunding or early redemption if 
rales drop or other circumstances cltange. the termination payment dial may be due 
on early terminadon of die swap may ofTsel die benefit ol and effectively prevent 
refunding or redemption. There are also other circumstances in which a substantial 
terminadon payment may tie due from die state or local government such as default 
of die swap provider or downraUng of either party, as well as other terms that can lie 
modified lo suit die slate or local government's objectives. Expert advice should be 
sought before entering Into any swap.

D. P a ym en ts  to  th e  P en s io n  Fund: W ho le  or Part

P O B s  m ay be issued to pay a ll o r any pari o f  d ie  U A A L  o r (depend ing  on  
app licab le s late law) Ihe n o rm a l annua l c on trib u tion .' Frequently , Issuers choose 
lo  u e  PO B s  to  fu nd  o n ly  a p o r lio i o f  d ie  U A A L . genera lly  to  avoid  o i reduce d ie 
concerns describe*) In  Chap ter 4 T h e  p o rd o n  o f  d ie  U A A L  funded  m ay lie (1 ) a 
percentage o f d ie to ta l U A A L  as o f tlx* d a le  o f  Issuance o f  d ie  P O B s . o r  (2 ) a ll o f

1 Depending on stale law and financing structure, it may also be possible lo  finance future ycar* 
normal annual contribution and/or unfunded liability ciealed by investment losses not yet realized 
doe to actuarial smoothing methodologies (which phase In investment gains and losses over a period 
of, usually 3 to 5 , years).
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certain years Contributions tu die U A A L  I f  agreed (o by the pension system, the 
second approach can rrsull In suspension o f all U A A L  contributions during those 
years (rot example, llie next succeeding 10 years) At Ole end o f the period, the 
U A A L  will Ix- rcralculatrd and amortized over tlte remaining original term of the 
U A A L . I lie risk of tills second approach to partial payment of the U A A L . which 
Is much less common than tlie first approach, is tliat if investment perfoimancc of 
tlie pension fund U. substantially below thr assumed rate of return, tlicrr could be 
a significant Increase In tlie amount of U A A L  to bo amortized over the remaining 
term, T o  a degree, that risk can be addressed by subsequent issues of P O B s  (before 
01 after tiie date of recalculation).
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CHAPTER SIX

Tax Issues

A. Taxable  Bond s

Most P O B s  are taxable. That Is, Interest on tlie bonds Is included In gross Income 
for federal tax purposes although they are usually exempt from income taxes of tlie 
state In which tfie issuer Is located. This affects not only tlie interest rate at which 
the P O B s  are sold but also the types of investors to which they are marketed (for 
example, corporate pension funds, charitable endowments and others not subject to 
federal income tax and. for some of the larger issues, non U .S . investors). There ate, 
however, a few circumstances In which P O B s  may he lax exempt.

W h y  most P O B s  are taxable, w ith tlicse few exceptions, is exp la ined below.

B. Tax-Exempt POBs Prior to  1 9 8 6  Tax Act

P rio r to  the enactm ent o f  the Tax R e fo rm  Act o f  1 9 8 6  (t lie  " 1 9 8 6  Tax A rt" ).
P O B s  dial were properly structured could boai interest that was excluded from gross 
Income for federal tax purposes. However, to get tax exempt treatment, investment 
of bond proceeds for the benefit of die covered employees and former employees 
had lo be designed so dial die issuer/employer dirl not lieneflt from the Investment 
In any way oilier (lian relieving Ihe issuer of the responsibility of paying ils leilrees.

If proceeds deposited in the pension fund were expected lo Ix1 Invested in securities 
or obligations with a yield higher Ilian die yield on die POBs. die issuer's obligation 
to make additional contributions into the fund would be reduced in the future, a
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prohibited anllr ipatcd dircrl benefit from tire investment of th r  bond proceeds try 
thr |icrolnn fund.

H ow ever, tlie sUu.ilion was different wliere the Issuer coniracled with someone else 
lo lake over the responsibility of making payment lo die retirees and paid for lhat 
tiarolei of risk Willi proceeds of POBs -  for example, by purchasing an Insurance 
company annuity wliereby llio insurance company look over all liability for Ihe 
payment of ihe pension benefits. In  lhat case, llie insurance company bore die risks 
and Immh<IiLs o f investment return - die issuer go! no hcneflt from Invesdnonls made 
by die Insuianre company even If die expected Investment return was reflected In 
die price paid by die Issuer for the annuity |x>llcy. in addition, die purclutse of an 
annuity was not treated as die purrltasc of a “security" or 'obligation* under Ihe (ax 
lass. A nmnlier of tax exempt POB transactions were consummated in Ihe early 
1980 's in which die pro ecds were deposited Into a pension fund and were used to 
acquire Insurance company annuity tont/acls

C. Tax Reform Act o f 1 9 8 6 ; T ran s i t ion  Rules

I S l o p p i n g  N e w  Issues of T u x - E x e m p t  P e n s i o n  Bo n d s .  As a result o f  die 
duca t o f  a p ro life ra tion  o f  tax-exempt P O B  Issues. Congress decided to  am end llie  
lax  law to  prevent Ih e  investment o f  tax-exem pi bond  proceeds in  annu ity  contracts 
N ew  ru le s  were adop ted  In d ie  I9 8G  Tax Act. "Investm ent type p rope rty ,”  Inc lud ing 
annu ity  contracts, was added to “securities" and  "ob ligations" as p o le n lia l arbitrage 
Investm ents, in  add ition , because o f  d ie  urgency w ith which i( viewed d ie  matter,
( . (ingress inc luded a special effective d a le  ru le  In die 1 986  la x  Act re lating to  annuity 
con trac ts  which app lied  lo  a ll bonds issued a lter September 25  1 9 8 5 . T h e  1 9 8 6  la x  
A n  essentially ended the issuance o i lax -exem pt PO B s  for llie  pu ipose  o f  depositing 
d ie  proc n i l s  in to  a pension fund  or lo r d ie purjK ise o f pu rriias lng  annuities lo  replace 
d ie  issuer's rosix insib llitlcs lo  its retirees, except as described below.

2. Transition Rul e s  for R e f u n d i n g s  of P O B s .  The sratus o f re fund ings o f  p ro -1 9 8 6  
Pax A n  P O B s  was ran specifica lly addressed in the 1 9 8 6  Tax Ac! In  connec tion  
w ith  tw o later lax at is the Technica l 1 d irec tion s B ill o f  1 9 8 8  and  Technical anrl
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M isce llaneous Revenue Act o f  1 9 8 8 , Congress a ile rnp led  lo  c la rify  Its position  on  
re fund ings W h ile  d ie sta tu tory  language and legislative h is to ry  ate a b ll con fused , 
d ie related H ouse . Senate, and Con fe rence C om m itte e  Reports indicate d ia l Congress 
intended genera lly lo  perm it one advan re re fund ing  o f prc-Septein lie i 2 5 . 1 985  P O B s  
(a l least where d ie am oun t o f  the re fund ing  Is no t greater d ian  d ie  am oun t o f p rio r 
bonds). A dd itiona lly , d ie legislative h is to ry  Indicates that Congress in tended to 
perm it any num ber o f  cu rren t re fund ings o f  p ie  Septem ber 2 5 . 1 9 8 5  P O B s  where 
d ie re fund ing  bonds do no! add id ona lly  burden d ie tax-exempt m arket, bu t m erely 
replace existing tax-exempt debt.

0. C o lum bu s  Case

T he  State o f  O h io  created a sta le fu nd  In to  which m un ic ipa l c o rp o ra  lion s  In  llie  
S late were required to  transfer, on  January 1. 1 9 6 7 , a ll existing assets and lla h lll lle s  o l 
d ie lr loca l pension funds fo r po lice and firefighters. U nd e r d ie S ta le law. a ll pension 
liabilities accruing after d ie  transfer w ou ld  lie  supported by curren t em p loye r and 
employee con tribuhous. However, while Ihe S la te  fund  com p le te ly  assumed the assets 
and liab ilities o f  a city's red rem ent fund , d ie  law  m andated d ie  r i ly  pay to  d ie  fund , 
e id ier Im m ediate ly o r over tim e, an am oun t equal lo  Ihe present value o f  d ie  accrued 
but u n funded  liab ility  determ ined al d ie dn ie  o f  the transfer. T lie  C ity  o f  C o lum bu s  
opted lo  satisfy ils  ob lig adon  over lln ie  loged ic r w ith  d ie requ ired Interest

In  1 9 9 3 . ihe Sta le  m od ified  Ihe law lo  a llow  any city sU ll ow ing  m oney lo  the 
fund  to  extinguish its rem ain ing U A A L  In re tu rn  fo r a sing le pay in en l equa l lo  6 5 %  
o f  the then unpaid  p rinc ipa l balance. T h e  C ity  decided to  prepay Its o b lig ad on  
However, upon  hearing d ia l d ie  C ity  was go ing  lo  issue lax exempt bonds lo  fund  Its 
p repaym ent, representatives o f d ie In te rna l Revenue Service n o tified  the C ity  d ia l 
they w ou ld  assert d ia l Interest on  llicse bonds w ou ld  be taxable The C ity  sought a 
p rivate letter ru lin g  from  the In te rna l Revenue Service and  received an adverse ru lin g  
which il ap |iea led to  d ie Tax C ou rt.

In  d ie cou rt proceedings d ie  Ser vice argued, am ong nd ie r tiling ' d ia l the d iv  m u ll 
ihe C ity  received o n  the p repaym ent o f  its ob lig a tion  lo  d ie  fu n d  was a fo rm  o l
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I n w im n i l  re tu rn  and  thus r iv a l i d  it i i |x rn i lv s lh lr  ar bit rape p ro fit T h e  Service 
reasoned d ia l tin- pricing o f  (h r  p repaym ent rc fln . d d i r  exporta tion  o f ih r  S late fund  
d ia l II w ou ld  lie able lo  Invest d ie am oun t o f  d ie  p repaym ent a l a y ie ld  m ateria lly  
b .g lie r I lia n  (h e  y ie ld  o n  d ie  City's bonds. As a resu lt, ihe Service believed d ia l b od i 
d ie C ity  and Sta le  fund  w ou ld  benc fli fo rm  the earnings o n  tlie  Investments. In 
add ition , U.c Service argued d ia l d ie p repayment constitu ted the use o f bond  proceeds 
to  acquire " Invcslrnen t-type p rop e rly "  a l a y ie ld  higher (ban d ia l o n  d ie liond s (after 
tak ing im o  account Ihe d iscount received on  the p repaym ent) in  tin I absent die 
d iscoun t pric ing o f  d ie p repaym ent there w ou ld  be n o  econom ic savings fo r the C ity .

U ltim a te ly , d ie  C ity  p revailed  on  appeal as the C o u r t  o f  Appeals conc luded  d ia l 
there was an existing ob lig a tion  o f  (lie  C ity  lo  d ie  S late fu nd , d ie  f  '*y w ou ld  n o l 
benefii fro m  die investment o f  am oun ts  by d ie  State fu n d  and  the p repaym ent o f the 
C ity ’s ow n  debt ob lig ation  lo  the S late fu n d  d id  n o l c on sd lu te  the acqu isition  o f  
investment tyjx- p rope rty  by d ie C ity . T h e  C ity  was then able to  re fund  Its ob llgaU on 
to  the S ta le  fu nd  by issuing lax exem pt P O B s .

W h ile  the unusual facts in tills  rase have app lica tion  lieyond  the C ity  o f  C o lum bu s . 
m u  h app lica tion  is like ly  to  lie  fa ir ly  lim ited  and  lo  attract un favo rab le  a tten tion 
from  the In te rna l Revenue Service.

E. Tax-Exempt Working Capital Bonds

W h ile  directly Issuing bonds to deposit Ihe proceeds into a pension fund does not 
appear lo lie permitted under current lax law governing tax-exempt bonds, in certain 
cases It may be possible for a stale 01 loca l government to Indirectly fund 'he current 
year's pension deposit, l or example, a stale or local government may Issue short 
lerni lax or revenue am. i pa lion notes or long term working capital bonds to finance 
a cash Dow budget delit .1 or a so railed structural budget deficit. I he drficit analysis 
would include any cash How deficit relating lo  dip stale or local government's 
obligation m deposit ar i unis Into Its pension lund.

Ii m ay lie d ia l this tyj o l financing is best d on e  so d ia l d ie Ix irx l proceeds are 
n o l requ ired  lo  be deposited in (Ire pension fu nd , b i l l ra lher. are used to  lu n d  deficits
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created by w o ik ln g  capital cx jie iid ltu res Inc lud ing  Ihe deposit o f  am oun ts  Into the 
pension fund . In  o ther words. It Is Im poi nl d ia l d ie  b om ' proceeds nol he Traced'' 
Into the pension fu nd  01 tequ iied  to  Ix* deposited tlie re  ai , d ie bonds shou ld  n o l tie 
called Pension O b lig a tio n  B onds

A m ong  o ther things, long  te rm  bonds o f  this ly ;ie  w ou ld  b ring  In to  p lay llie  
app lica tion  o f  som e com p lex  federa l tax ru les re lating lo  when proceeds can Ix* 
treated as spent, a lloca tion  o f  d ie  de fic it in  sizing ll ie  Issue, perm itted  am o rtiza tion  
structure, d ie app lic :.d on  o f  so-called  "oilier rep lacement proceeds' ru les, app licab le 
y ie ld  and  o th e r invesutien l rcs'ricdons, post issuance com p liance m a ile rs , p lu s Ihe 
in tersection in  sizing and in  post-issuance com p liance w id i Ihe Issuance o f  n o rm a l 
(ax o r  revenue andcipaUon notes and any o d io r "b o rt term  o r long  te rm  w o rk ing  
capita l ob ligations .

F. In v e s tm en t  of POB P ro c e e d s  in M unic ipa l O b l ig a t io n s

T he  p rim a ry  lax p rob lem  in  Ihe use o f  lax  exem pt P O B s  lo  m ake a deposit lo  a 
pension fu nd  Is d ia l d ie proceeds are n o l hea led  as spent, but rather are treated as 
invested. M oreove r, under the so-called "proceeds spent Iasi" ru le  app licab le  lo  
w ork ing  capita l financings, diesc proceeds cannot be treated as paid ou t lo  pension 
recipients un til a ll o ilie r  availab le am ounts are first expended, which as a practical 
matter, means that ll ie  proceeds w ill never be deemed expended. Un less the 
investment y ie ld on  d ie investments In d ie pension fu nd  is not m o re  Ilia n  Ox; y ie ld 
o n  d ie  bonds, d ie bonds w ill becom e laxalil® arb itrage bonds. In  add it ion , d ie 
hedge b on d " ru les w ou ld  resu lt In the bonds being hea led  as taxable licdge bonds 

unless d ie  issuer actua lly expected to  spend (he  proceeds w ith in  a three o r five year 
tim e fram e, taking In to  account ihe "proceeds s|X‘nt last m le

However, under b o th  d ie arbitrage ru les and d ie  hedge bond  ru les. Interest o n  tlx* 
bonds used to  fu nd  the pension fund  c ou ld  lie tax exem pt i f Ihe issuer invested Ihe  
proceeds o f  the bonds In m un ic ipa l ob ligations d ie  Interest on  which is not sub ject to  
the a lternative m in im um  lax (so-ca lled "n on -A M  T" m un ic ipa l b onds). Under these 
p rov is ions as long as the am oun t o f  m m  A M  I m un ic ipa l bond  investments In ll ie
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|X 'i\s lrir fu n d  is a l Irasi equa l to  9 5 %  o l ihe am oun t o f  P O B s  ou tstand ing  a l any 
tim e . Intotesl on  llie  P O B s  w ill lie lax exempt. As the PO B s  are am ortized . there is a 
s im ila r reduc tion  in ll ie  am oun t required lo  be Invested on ly  In  n o n -A M T  m unic ipa l 
bonds in  tho (tension lu n d

W h ile  this structure a llow s fu i P O B s  lo  lie Issued as lax exem pt, ll ie  h e n e lll o l
• la x  exem ption  on  d ie  (winds m ay be outw eighed by Ihe lim ita tion  011 llie  type 

o l Investm ents allow ed xviih the proceeds

G. O th e r  C on s id e ra t ion s :  Effect on  TRANs

Tax and  revenue antic ipation notes (T R A N s ) . are typi a lly  issued by state and 
governm en ta l un its o l a ll sizes lo  fund  d ie annua l cash flow  deficit w lilch  arises due 
lo  (h e  t im ing  m ismatch Ix i s .w n  annua l revenues and  annual expenses. T R A N s  are 
a lm ost a lw ays issued as s h o r l te im  notes w ith m aturities o f  13 m on th s o r less and are 
repaid at o r  sh o rt ly  after the end o f  the fiscal yeai by w lilch  tim e it Is expected d ia l 
revenues w ill have T augh l up " w ith expenses. T o  d ie  extent d ie P O B  proceeds are 
used lo  fu n d  a dcposil lo  the pension fund  d ia l otherw ise w ou ld  liave been made ou l 
o f  cu rren t years revenues, d ie  deficit w ill I *  like ly  be reduced by d ie  same am oun t, 
im pacting  d ie sizing o f any T R A N s  issued fo r d ia l year. T h e  onp circum stance where 
this w o u ld  n o t liappen is i f  d ie  ca lcu la tion  o f  the m ax im um  ia sh  flow  deficit used In 
sizing (h e  TRA N s shows d ia l it is incurred p r lo i to  d ie  tim e o r  d ie  pension deposit 
In  d ia l tase. d ie use o f  proceeds lo  make that deposit w ou ld  n o t have any Im pact 011 
th "  size o f  d ie T R A N  issue
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CHAPTER SEVEN

Federal Reimbursement Issues

C e rta in  costs o f  slate and  loca l govern t non I In  adm in is te ring  p rog ram s under 
grants fro m  o r  contracts w ith  ll ie  federa l governm ent are e lig ib le  fo r re im bursem ent 
from  d ie  federa l governm ent. Such costs Inc lude com pensa tion  and  benefits. 
In c lud ing  pension benefits, n f s ta le o r  loca l governm ent em p loyees fo r  111 • lim e  
devoted 10 d ie  adm in is tra tion  o f  such program s. Such a llocab le  pension bene fit costs 
even Inc lude d ie interest assigned to  d ie  slate or local g ove rnm en ts  un fu nd ed  liability. 
T h e  p rinc ip les govern ing such re im bursem ent are set o u l In O ffic e  o f  M anagem ent 
and  Budget C irc u la r A -87 . Som e slates have s im ilar p rog ram s fo r re im bursem ent o f  
local governm ents fo r costs re lated to  Ihe adm in is tra tion  o f  s ta le p rog ram s.

P O B s  replace d ie  state o r loca l government's payment o f som e o r  a ll o f  those 
pension costs w ith  payment o f  the p rinc ipa l o f  am i Interest o n  d ie  P O B s . issuers 
w ill want to  be com fo rtab le  d ia l d ie  federa l governm ent w ill Itea l debt service on  
the P O B s  as d ie surrogate fo r the pension ob ligations funded  o r re funded  w ith  the 
P O B s  and  w ill ro n lin u e  10 re im burse Its a llocab le  sltare. S tatem ents have been 
issued by ll ie  O ffic e  o f  M anagement and  Budget and the D epa rtm en t o f  H ea lth  
and  H um an  Services to  d ie effect that the PO B s . In c lud ing  p rinc ipa l (rep resenting 
am ounts paid lo  (he pension fu n d ). Interest and cosLs o f  issuance, w ill lie  a llow ab le  
as tlie pension costs funded c  re funded  diereby. so long  as the P O B s  are n o l m o re  
costly to  the federa l governm ent d ian  the regu lar pension costs funded  o r  re funded  
over tlie  rem ain ing  life  o f  d ie  u n funded  liability. T lie  same princ ip les sh ou ld  app ly 
lo  re fund ing  P O B s . Fu rthe r details o f  ferlei al an il s ta le re im bursem ent p rog ram s are 
tieyond d ie scope o f  this pam phlet
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CHAPTER TIGHT

New York

A greater num be r o f  PO B s  (reaighly 5 5 ) liave been issue.) by the s late and  loca l 
governm ents In N ew  York over the past decade than from  any o th e r state.

T h e  issuance o f  P O B s  by loca l governm ents in  N ew  York was first au th u n rod  !.< 
1 9 8 9 . T lie  State and Local Em p loyees Retirem ent System  o f  the State o f  N ew  York 
("E R S " ) . tlie  N ew  York State Po lice and Fire Re tirem ent System  {" P F R S " ) and  the 
N ew  York State Teachers Re tirem ent System (" T R S " , In the aggregate re ferred to  as 
the 'N Y S  Retirem ent System") were e l. m od ified  in  1 9 8 9  w ith  respect to Hie m ethod  
by wh ich  d ie  annua l c on tr ib u ..o n  am oun ts were to  be calcu lated in  d ie  fu tu re . As a 
resu lt, each system was s ign ificantly underfunded , requ iring  a "catch up  paym ent to  
re tu rn  to actuaria l fu ll fund ing . Partic ipating loca l governm enta l un its were o ffe red  
the op tion  o f  (1 ) am o rtiz ing  the U A A L  am oun t due  by a date certa in  d iro u g h  a 
direct loan  from  the State which carried an 8 %  (fo r  T R S ) o r  8'/(%  (fo i E R S  and 
P F R S ) rate o f  interest u n d l the liab ility  was fu lly  m et, o r (2 ) f ln a n rn ig  the U A A L  
th rough  d ie issuance o f  general ob lig ation  bonds over a sta tu tory  p e riod  (app licab le 
to  the particu la r retirem ent system ), o r (3 ) paying cash by the da le  cert tin . Few loca l 
governm ents, except sm a ll ju r isd ic tion s  w ith few employees, to o k  Ihe th ird  op tion .

D u rin g  the pe riod  1 98 9  th rough  19 9 3 , counties, cities and larger schoo l districts, 
in pardcu lar, issued general ob lig ation  bonds io  pay olT (I Ir then cu rren t balance 
o f u n a in o rllz e d  U A A L  w lienever interest rates d ipped su ffic ien tly  to  p e rm it a low er 
net interest cost on  their own bunds than the 8 %  o r 8 '/i%  ra le  belt g charged by the 
State D u rin g  this period , loca l governm ents cou ld  issue ten year genera l ob lig adon  
bonds svidi net Interest costs in  the range o f  6 %  to  7 .3 7 5 %  depend ing  o n  d ieu credit 
rating Flie 1 9 8 9  legislation fu rth e r p rovided that at such tim e as d ie  rem a in ing  
am o rtiza tion  p e riod  was less than f!v“  > ears, local governm ents cou ld  n o  longer ;"sne
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th r ir  ow n  rlrb t to  pn , o i l  d ie  ou tstand ing  balances. idms, w ith  n perm itted 
m ax im um  sta tu tory  a m o r ; im i ion  period o f seventeen yra r* fo r  mast UA A Ls be 
possib ility  o f  financing  o l the 1 9 8 9  UA ALs ended In the 2 0 0 1 -2 0 0 2  r iv a l year o f  
m ost lo c a l governm ents

B eg inn ing  hi 1995 , the State adopted legislation almost every year m eatU ir new 
reU re inent Incentive p rog ram s fo r various cab-gorles o f  State and  loca l govt* intent 
em p loyees, largely lo  sop p o t l a goal o f  efficient downswing o f  govemn'.e it Genera lly , 
the leg is la tion  establishing these p rogram s t ' d  n o t at d ie  time inc lod  pm  isions 
lo r fin anc ing  o f  llie  resu lting un funded  liabilities. Such costs, which ad d  to  any 
existing U A A L . v.ere paid eithei by am o it iz a llo n  tiirougb  Itic N Y S  R  uement 
System  o r by cash.

C o n cu rre n t ly  in iliis  lim e  period , another type o f  pension-re lated p rog ram  was 
dev lo p ed  by the State li g ls la tu re which au tho rized  local governn r  . to  create 
so r'tce  award and defined benefit p rogram s fo r vo lun teer am bu lan t and fire  fighting 
p e rsonne l. L lie  Irg is laU on  jru rm ilted  ihe fin anc ing  o f  rn n tr ib u tio i > io  certa in o l 
s iic li p rog ram s a ttribu tab le  to  years o f  vo lun tee r seivtce rendered u ring tlie five years 
p ito i to  a d op tion  o f  s u rh  p rog ram s. Such financing cannot '.ic ai m rtlzed over a 
p e riod  c x cm lln g  five years.

In  2 O f.2 . new leg islation was adop ied  fo r d ie  p .iipose  o f stru cuna l re fo rm  in the 
m e th od  and  m anner o f  em p loye r c on tribu tion s to  tlie  N Y S  Retirem ent System , 
w hich leg islation also inc luded  tw o provisions fo r the Issuance o f  P( ’ B ..

I L o c a l goveinn ie ,it>  arc nosv pel m il ted ' . issue P O B s  fo r any ovi'sl ndtng 
ob lig a tion s  In the  State lo r  any existing retirem ent incentive prog i-m t (r t . 
t lie  retirem ent incentive p r igrams estatilished annua lly  in  the "ear - V m  199 5  
th rough  2 0 0 2 ) f l  his p iov is  o i l was d ia lle d  by O i i lc k  attorneys r.. Iieha lf 
o f  the  New Y o lk  S la t -  Assnt h t lo n  o f C oun tie s .) Ih e  am ortiza tion  pe riod  is 
lim ite d  to  five years.

X S im ila r In d ie 1 9 P 9  leg is lation , a lor al governm ent (and the S ta le itse lf w ith 
regard to iLs ow n  em p loyees) is perm itted  to  am ortize  a p o rt io n  o f  its n o  *nal 
annu a l i o n li lh u lio n  lo t on e  fiscal year ilia t is, local governm ents an* pei nutted
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to  am o rtize  d ie  am oun t due on  Decem ber 15 . 2 0 0 4  to  ilic  F .RS  o r P F R S  
com ponen t o f  d ie N Y S  Retirem ent System  (except deficiency paym ents, 
ad justm ents re lating to  p rio r sear p. ymcntx. ob llgatlo rts 'or re tirem ent Incentivrs 
or orJier s lm lU i .m ounts) to  the extent lhat such am ount exceeds 7 %  o l d ie 
estim ated "pensionab le salary" base fo r the then curren t fiscal year ( 2 0 0 4 - 2 0 0 5 )  
T i lls  'am oun t eligib le fo r  am ortiza tion " may be am ortized  over a five year period 
a l 8 %  w ith  d ie  State, o r loca l governm ents are a iid io rtzcd to  Issue the ir ow n  debt 
ob lig ation s to  pay such am oun t, w ith  m ax im um  m atu rity  n o t to  exceed five 
years. O n  o r  abou t O c tob e r 15. 2 0 0 3 , the State C om p tro lle r  is to  de te rm ine 
die “am oun ts  elig ib le fo r am o rtiza tion  "

T lte  on ly  type o f  financing specifica lly aud io iizcd  fo r P O B s  in N ew  Yo rk  S ta le 
a r-  general ob lig ation  tKinds (w hich ob ligations inc lude a pledge o f the fo i l fa i lli  arid 
credit and taxing power o f d ie loca l governm en t). T liese bonds must be issued in 
tlie  same m anner, under d ie  same procedura l requirement*, and subject to  the same 
debt lim its and  o d vT  constraints as fo r any capital p ro ject o f  the loca l governm ent. 
M anda to ry  o r perm issive re ferendum  requ irem ents app licab le to genera l ob lig aU on  
bonds o f  the pa rticu la r type o f  loca l governm ent app ly  to  b ond  reso lu tion s 
au tho riz ing  P O B s . Foi exam ple, schoo l districts m ast receive voter app rova l be fo re  
Issuing debt fo r  any purpose aud io rized  by  d ie  2 0 0 3  leg islation (N o te  that d ie  
leg islation in  1 9 8 9  exem pted such schoo l d istric t P O B s  from  the vote r app rova l 
requ irem ent; this om ission in  Ihe 2 0 0 3  leg islation m ay be corrected du ring  a fu tu rr 
legislative session.) Likewise, fire  districts w ou ld  need p rio r voter app rova l. I he b ond  
reso ludons o f  counties, towns and  villages which au iho rtze  payment (o r live  years 
o r less are no t subject to  m andato ry  or perm issive re ferendum . S im ila r ly , c ity Ik it id 
ord inances sh ou ld  not lie subject to  m andato ry  o r pc rm iss l'e  re fe rendum  unless 
specified by app licab le special c ity  charter provisions

O n ce  a b ond  reso lu tion  has liecn adop ied  by a ItK a l governm ent au th o riz in g  
d ie  issuance o f  PO B s . il is genera lly necessary lo  pub lish  a legal notice o f  estoppel 
inc lud ing  a sum m ary  o f  tlie  b ond  reso lu tion  and a llow  the 2 0  day estoppel |>eriotl 
lo  elapse p rio r to  the sale o f the PO B s . T h e  purpose o f  d ie  estoppel no tice  is to  
ensure ( lu ll rlebt issued by Ihe loca l governm ent cannot be challenged o n  any basis.
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p ro tcd u  al 01 o tlienv lsc . except on  c o n s li lu lio n a l g rounds once d ie estop|>cl period 
elapsed.

T lie  New Y o ik  S la te  Legis lature lias also au thorized  the Sta le ttw lf lo  bor row in 
o rd e r to  fu n d  it' U A A L  o n  at least tw o occasions. In  1996 , the State th rough  the 
D o rm ito ry  A u th o rity  o f  (he S la te  o f  New  York issued J 7 7 3 .4 7 5 .0 0 0  o f  P O B s  as 
annu a l app rop ria tio n  debt These bonds had a fina l m atu rity  In 2 0 0 3 . T h e  2 0 0 3  
leg is lation  described above a lso amended (tie S ta le  Retirem ent and Socia l Security 
Law  to  aud io rize  d ie  State to  am o r1 o r  a p o rt io n  o f  d ie  S la tes con trib u d on  bit* fo r 
the fiscal year end ing M arch  3 1 , 2 0 0 5 . T h e  am ortizab le  p o rtion  is calcu lated In d ie 
same m anne r as d ia l pci m ilte d  local governm ents. L ikew ise, the S late m ay e ld ie r 
am ortize  d ia l po i d o n  th rough  the o ffice  o f  ihe S ta le C om p tro lle r fo r five years at 
8 %  o r issue PO B s .

AN INTRODUCTION TO

CHAPTER NINE

C a lifo rn ia

Pension ob lig ation  bonds had their s ta rt w ith  the fam ou s  C ity  o f  O ak la n d . 
C a lifo rn ia  pension b ond  financing In 1 9 8 5 , the first P O B  in  the coun try , w lilch  
O r r lc k  he lped to  Invent and  fo r  which it served as b ond  counse l. T h a t financing  
and  a num be r o f  copy-cats d ia l rap id ly  fo llow ed  were tax-exem pt and  p rim a rily  
d riven by d icn legal arb itrage possibilities. As exp la ined  In C hap te r 6 . tax-exempt 
P O B s  largely came lo  an end w ith tlie in tro d u c tion  o f  tax leg islaUon d ia l became 
part o f  the Tax R e fo rm  Act o f  19 86 .

A new taxable version o f  PO B s  surfaced in late 19 9 3 . D u r in g  d ie last decade 
since. Ih irteen o r  so cities and seventeen o r  so counbcs in C a lifo rn ia  liave issued ovet 
6 0  PO B s  (second o n ly  to  N ew  York ) aggregating m o re  d ian  S 1 1 b illio n  (m o re  lh an  
from  any o the r state). W ith  d ie exception o f  one  tax exem pt transaction ru le  (see 
C hap ter 6 C ) P O B  transactions issued as lease revenue lionds, a ll o f  these P O B s  
have been Issued under the loca l agency re fund ing  law (d ra fted  by O rrtc k  a few 
years be fo re  fo r o th e r purposes). C a lifo rn ia  cities and  coun ties d o  no t have s|>ecifi< 
au tho rity  to  issue PO B s.*  However, the loca l agency re fund ing  law is availab le (o  
a ll local pub lic entities in  C a lifo rn ia  to  re fund  p rio r bonds o i "odtet evidence o f  
indebtedness." T \  pension ob ligation  to  ’ he coun ty  pension system , d ie  C a lifo rn ia  
Pub lic Em p loyee , Retirem ent System o r  o th e r retirem ent system is m em oria lized  as a 
"debenture," thereby liecom ing an "evidence o l indeb ledness." w h irh  can lie  refunded 
by P O B s  under the loca l agenev re fund ing  law.

* The State ol California enacted specific authority for Stale POBs in 7003. 
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I lie P O B s  are typ ira lly  structu red as ob lig ation s payable from  tlte general fu nd  
o f the r l t y  o r coun ty  Issuer. II ic y  are n o t fu ll fa ith  and credit taxing power general 
o b lig a tion  bond s backed by the issuer's taxing power, because the C a lifo rn ia  
C on s titu tio n s  debt lim ita tion  requires such type o f bonds to  lie approved by two- 
th irds o f  llie  e lectorate Instead. C a lifo rn ia  P O B s  have genera lly been designed to 
lie va lid  w ith ou t voter app rova l under a ju d ic ia lly  created exception lo  tlie  State 
C on s titu tio n  debt lim ita tion , w hich exception is genera lly  referred lo  as "ob ligations 
Im posed by law ’ . See discussion In Section A 2  o f  C hap ter 5 . Because Otis exception 
to  the C on s titu tion a l debt Until was and  is m uch  less developed In l l ie  case law (few  
rases n o t d irectly  on  p o in t) than the o th e r tw o ju d ic ia lly  created exceptions (fo r 
lease fin anc ing  and  revenue bonds) each P O B  issue In  C a lifo rn ia  has been validated 
pursuant to  C a lifo rn ia ’s va lidation  statute (C od e  o f  C iv il P rocedure § § 86 0  et sn/.)

W h ile  there have been m any va lid a tion  at lio n s  lo r  P O B s . so far they have a ll 
ended  w ith  a de fau lt lodgm en t and n o  pub lished o p in io n , m eaning that they have 
n o  p recedentia l . 'u >i app lica tion  tn any transaction o ther than tlte specific 
transact ion  (s) validated

W ha t is validated in such va lidation  linns is n o t legal princip les liu l the lionds 
and ihe o ther p rinc ipa l legal docum ents app ioved  In a bond  reso lu tion . B e fo re  tlie
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validation action Is filed. It Is necessary for tlie state or local government Issuer to 
llist adopt Ihr rrsol'itlon and authorize lire bonds, thr documents and the validation 
action. Tlte validation action is filed In the superior court ol tin- county In which (lie 
Issuer is located, and an order for publication of summons Is received. Summons 
can then be published (usually In a newspaper of general circulation In the city or 
rounty In wluch the Issuer Is located), which takes a minimum of 2 1 days. If no one 
answers the complaint by tlie date specified In the summons, which must lie al least 
10 days after completion of publication, tiie clerk ran enter a default, and schedule a 

hearing betote the Judge for the default Judgment (tlie tinting of which will de|>end 
on (lie Jurisdiction, and may be a day or two or, In some Jurisdictions at least 15  days 
afte' the clerk enters the default).

S o  assum ing tlie very best case, ob ta in ing  a va lid a tion  Judgm ent lakes a m in im um  
o f  31 to  4 6  days (depending o n  d ie  Ju risd ic tion ) a f i - r  fi lin g  tiie va lidation  com p la in t 
O f  course. Issuers are at tlie  m ercy o f  the ju d g e  and  d ie c le rk , and It som etim es 
takes a iv e - l o r m o re  to  get an order fo r p ub lica tion  o f  sum m ons, o r longer than 
15 days a fte r d ie  c lerk enters a defau lt l o  schedu le the heating In  add it ion , the 

ju d g e  cou ld  lake  d ie  m atter under subm ission fo r an Inde fin ite  am oun t o f  tim e, 
o r  even disagree w ith the p roposed  d e fau lt Judgm en t, and  dec line to  validate I lie 
transaction . O nce  granted , tlie  de fau lt ju d gm en t m ay be appealed on  ju risd ic tion a l 
g rounds w ith in  3 0  days. The re fo re , it Is typ ica lly  assumed lha i the va lidation  action 
w ill take app rox im ate ly  6 0  days (no t inc lud ing  the appeal p e riod ). It is genera lly 
considered reasonable to sell tlie  P O B s  w ith ou t w aiting (o r the 3 0  day appeal period 
to  ru n . assum ing no  one lias answered the com p la in t. Iiecause Ihe g round s fix  ap|x-al 
are so narrow , but usually Ihe b ond  r lo s ln g  does n o t occur un ti l a fter the ap|x>al 
pe riod  lias expired

I f  som eone does answer the com p la in t, then there is true tw o party litigation  on  
d ie  n ie iils . W lii lc  som e expedited procedures arc availab le, the tim ing  fo r  reso lu tion  
o f  ll ie  litigation  cannot tie predicted, and may take m any  m on ths unless settled o r 
a liandoned . So  far. n o  one has answered Ihe com p la in t and defau lt Judgm ents have 
been ob ta ined  fo r every city and  coun ty P O B  Issuer. However, the same was no t true 
o f the State o f  C a lifo rn ia , whose va lidation  com p la in t was answered by the H ow ard  
Jarvis Taxpayers Association, and resu lted in a decision on  Septem ber 2 3 . 2 0 0 3  bv
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Ih r  Sac ram en to  C o u n t ) Supe rio r C o u r t  dec lin ing lo  validate tlte S ta rr*  proposed 
I’ O B s . w hich de ris ion , .is o f tills  w riting , Is b ring  appealed by th r  S ta ir

'D ir  va lid a tion  at t io m  can tm tl usually  d o  validate no t o n ly  ll ie  P O B s  to  lie 
issuctj but a lso  any lu iu r r  P O B s  o r  re fund ing  P O B s . N o t a il va lidation  actions 
are as Inclusive nr as flex ib le  as l l i r v  c ou ld  be (som e leaving o u l fu tu re  new mone> 
o r  re fu n d in g  P O B s  o r costs o f  Issuance o r lock ing  tot sem iannua l Interest paym ent 
dates, e tc .). and must b r  can -fu lly  reviewed be fo re  re lied  on  fo r fu tu re P O B s  o r 
re fund ing  PO B s .

N ote , as m en tioned  in Section A 2  o f Chaptci 5 . d ia l ilte  "ob lig a tion , im posed by 
law" concept lhat is genera lly  used -  support PO B s  In C a lifo rn ia  litres n o t support 
reserves 01 capitalized interest because Inc lu sion  o f  such com ponen ts In d ie  bond  
Issue arc (0051(1011x1 v u lllio n a l no t m anda to ry  (as evidenced by llie  num erous 
C a lifo rn ia  P O B s  Issued w ithout d iem ) and tlic re fo re  no t "ob ligations Im posed by 
law ’  C osts o f  Issuance, o n  llie  o th e r hand , can lie inc luded on  the theory that they 
cannot be avoided , i .ic It ab ility to  include capitalized interest makes acliievtng 
rurTen' budget re lie f m n ie  cha lleng ing (see discussion o f  structure op tion s In  Section 
C  n f C hap te r f>). A lternative ly , tlie  PO B s  cou ld  be Issued as annual app rop ria tion  
bonds o r  asset strip  lease revenue bonds (sec* Section A 3 and 4 o f  Chap ter 5 ) , which 
can inc lude reserves and capitalized interest.
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CHAPTER TEN

Oregon

Sta le  and  loca l governm ent Issuers In O reg on  have been am ong  the m ost active 
users o f  P O B s  lo  finance U tclr share o f  un fu nd ed  liab ility  to  ll ie  O re g on  Pub lic 
Em p loyees Retirem ent System  P O B s  are Issued In O reR on  e ith e r as lim ited  lax 
bonds o r  as revenue liond s

P iln r to  d ie  passage o f  the Pension B ond in g  Act In 2 0 0 1 . d ie  C ity  o f  P o rt lan d . 
M u ltn om ah  C oun ty  and  Josep ltlne C o u n ty  Issued s lgn ilican t sized P O B s  under 
O tegon's U n ifo rm  Revenue B ond  Act. In  2 0 0 1 , d ie  O reg on  leg is la t iv e  Assembly 
approved d ie Pension B ond in g  Act (w h ich  O rric k  a ttorneys svere invo lved  in 
d ra ftin g ). T lie  Pension B ond in g  A rt granted a u d io r it ) to  "gove rnm en ta l un its ." 
In c lud ing  cities, counties, schoo l d istricts, special d istricts, pub lic  c o rp o ra tion s  and 
in te rgovernm enta l co rp o ra tion s , to  sell fu l l fa i lh  and  cred it ob lig a tion s  fo r th» 
purpose o f  re financing pension ob ligations. PO B * vsued und e r d ie  Pension B ond in g  
A rt are no t subject to  voter approva l o r annua l app rop ria tion  and m ay lie  issued by 
loca l gos’em m en ls  ind iv idua lly  o r Jointly.

S ign ifican t poo led  P O B  issues have been don e  by O re g on  se llou t districts, 
c om m un ity  ro lle g e  d istric ts and  loca l governm en ts In  these transactions, the 
partic ipants pledge d ie ir fu l l fa id t and  credit w ith in  ihe lim ita tion s  o f  l l ie  O tzg o n  
C on s titu tion  and issue lim ited lax bonds, payable fro m  availab le genera l fu nd s  o f  the 
issuer Available general funds inc lude a ll ad va lo rem  p rope rty  tax revenues received 
from  levies under each Issuer's perm anent ’ate lim it and a ll o th e r un restricted taxes, 
fees, charges and revenues lega lly availab le to  pay debt servic e o n  the P O B s  T h e  
Issuers nr" not au thorized  lo  levy add itiona l taxes to  pay Ihe P O B s
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lit lire  (to ile r ! « I t o i l  d iM iii i and com m un ity  co llege district trarvsH t lo n v  Ind iv idua l 
d istric ts issued lim ited  tax P O B s  In  favor o f  a b on rl Truwec. which In  lu rn  Issued 
ob lig a tion s llia i represent a ixnpn r (Innate and  und iv ided  Interest in anti r lg lu  tu 
r r r c lv r  P O B  paym ents pu isuan t to  a T r im  Agreement T lte  P O B s  were fu rtlie r 
v r tired  hy an In te irep t Agreement between tlie  S ta le D epartm en t o f Education and 
tlte v I k k i I  d lsU lrLs and  rn m m u n llv  colleges un rlc r which tlte Trustee was authorized 
In  in tercept s (tec l(lr education  resentlM  cxherw lM  (tald by tlte State to  tfie school 
d istric ts and  c om m un ity  co lleg ia  in  an am oun t equa l to  tlie  debt service o n  each 
issuer's P O B s . Specific example-, o f r rc rn t ly  com p le ted  O regon  poo led  r’ O B  Issues 
Inc lude S I 5 3 .5 8 2 .2 9 9 .6 0  O reg on  C om m u n ity  C o lleg e  D l  i r lr is  L im ited  Tax 
Pension O b lig a tion s . Series 2 0 0 3  (Federa lly  Taxab le ); S 9 2 7 .0 7 9 .7 6 3  4 5  O regon  
S ch oo l Boa rd s Association L lm lle d  lax  Pension O b liga tion s . Series 2 0 0 3  (Federa lly 
taxab le ), and  $ 2 3 8 ,7 4 3 ,6 9 3 .4 0  ( Ttegon Loca l G overnm ents L im b 'd  Tax Pension 

O b llg a iiu n s . S -rin s 2 0 0 2  (Federa lly  Taxab le ). Each o f  the poo led  transactions have 
Irecn enhanced by b ond  Insurance. By p oo lin g  tlicse transartlons . ihe Issueis svere 
ab le to  increase the am oun t o f  bonds so ld , w hich Increased access to  Investors, and 
to  low er In le rc s l ra les and  reduce rusts o f  Issuance.

INVESTORS

OBLIGATIONS

DISTRICT DISTRICT DISTRICT DISTRICT

AN I N T R O D U C T I O N  TO

O t lic r  ju risd ic tion * . Inc lud ing l i e  C ity  o f  Port land , C ity  o f  C o rva llis , M u ltn om ah  
Coun ty . M a r lo n  C oun ty . Josephine C oun ty . Eugene W ater and E lectric B o a rd  and 
Po rt land  C om m un ity  C o llege  D istric t have so ld  P O B s  on  a stand a lone  bash

As an a lternative to  Issuing P O B s  as Ilm lteO tax bonds pursuant lo  tlie  Pension 
B ond ing  Act as doscilbed above. Issuers have the o p tion  to  Lssue P O B s  as revenue 
be rids pursuant to  d ie U n ifo rm  Revenue B on d  Act o r  the Pension B ond in g  Aci 
T lie  U n ifo rm  Revenue B ond  Act a llow s m unic ipa lities . Issue revenue bond s few 
any pub lic purpose secured by designated "revenues ‘  w lilch  m ay Inc lude taxes and 
v irtua lly  a ll o i lie r  general and special fu nd  revenues and  receipts o f  d ie m un ic ipa lities 
T h e  U n ifo rm  Revenue B ond  Act requires notice and  a 6 0  day re fe rendum  period  
du ring which revenue Ixm ds are n o rm a lly  subject lo  re ferra l to  a v o le  o f  the e lectorate 
I f  w ith in  the 6 0 -d ry  pe riod  5 %  o r m o re  o f  ll ie  voters file  petitions requesting a 
vo le  on  llie  bonds. Revenue bonds issued pursuant to  tlie  Pension B ond in g  Act a ie 
exempt from  ti lls  requirement.

In  a special e lec tion  on  Septem ber 16. 2 0 0 3 . O re g on  voters app iove rl an 
am endm ent to  the O regon  C oa s titu tion  that authorizes d ie S ta le Treasurer to  Issue 
P O B s  as genera l ob lig ation  b< nds o f  the S ta le o f  C iregon  fo r d ie purpose of (laying 
substantia lly  a ll o f  the S ta les U A A L . T lie  am endm ent provides d ia l the genera l 
ob lig ation  o f d ie  S ia le  must con ta in  a direct p rom ise  o n  beha lf o f  Ihe S ta le  to  pay 
d ie  p rinc ipa l, p rem ium . I f  any, and interest o n  that indebtedness. T he State a lso 
w ill p ledge its fu ll fa id i and crec.il and  taxing power to  pay d ia l indebtedness; 
however, the ad va lo rem  (axing power o f  the Sta le  m ay n o l be p ledged to  pay d ia l 
indebtedness T h e  am ount o f  P O B  Indebtedness au thorized  by d ie  am endm ent that 
m ay tie ou tstand ing  al any time cannot exceed 1%  o f  the real m arket value o f  all 
p rope rty  In the S late. T lie  Sta le presently expects to  issue app rox im ate ly  $ 2  b illio n  
In  P O B s  and to  list lliem  on  d ie Luxem bou rg  S lack  Exchange in o rd e r lo  ra r i li ta lr  
sales lo  Eu ropean  investors.

In  2 0 0 3 . ihe O reg on  Legislative Assembly m ade substantia l changes tn  O reg on  
P F R S . T h e  am oun i o f  litigation  su rround ing  I’ F R S  In  O regon  Is Increasing, and a
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num lrc r o f  r'tallengM to  i f *  legislative c hanges are pencil eg in the c o u n t Several 
law suits have been Hied in dee O reg on  Suprem e C o u r t and  In d ie fedcr; 1 district 
r o u r l In O reg on  seeking cn cave changes llia t were enacted to  P E R S  M (Joined o r 
declared an uncon stitu tion a l Impairment o f  con tract o r  uncon stitu tion a l tak ing o f  
p rope rty  A lth ough  tlrese cases are not d irectly re lated to  any particu lar b ond  Issues. 
Ilielr ou tc om e  cou ld  liavc far reaching im p lica tions w ith respect to  P E R S  and related 
liab ility .

AN INTRODUCTION TO

CHAPTER ELEVEN

Similar To POBs

Pension ob ligations are sim ilar to  o i lie r slate and  loca l governm ent nun-bond 
ob llgadons . which II m ay be possible to  fu nd  In a m anner s im ila r lo  PO B s . W h ile  
this pam phlet Is In tended lo  • r p rim arily  PO B s . and d iey are the most frequen tly  
used and  h igh ly developed o f this category, it is usefu l lo  note , at least Iwiefly. d ia l 
d icre m ay be o th e r a pp lirad on s  o f  the same concepts discussed above. Severa l 
examples (n o l an cxliaustivc list) m ay Inc lude such o the r ac lu a ria lly  based Insurant e 
o r  benefit ob ligations as w orkers com pensation , hea ld i benefits and  unem p loym en t 
insurance or such non -actuaria l jb llg a tio n s  im posed by law as cou rt rendered 
Judgments fo r damages against d ie  sta le o r loca l governm en t and . In C a lifo rn ia , 
coun ty ob ligations under the Teeter de linquen t p rope rty  tax p rog ram
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P en s io n  ob l ig a to n  b o n d s  (POBs), the  once- a rcane  d eb t  in s t rum en t u s e d  to f in ance  un funded  pens ion  
liatMities. h a v e  re tu rn ed  with a  v e n g r  i n c e  a f te r a  brief h ia tus, a n d  a r e  ag a in  m ak ing  their mark on the 
public finance  l a n d s c ap e .  A n um be r  of cond i t ions h a v e  fallen into p l a r e  to sp a rk  this re su rg en c e ,  including:

• The rapid growth in un funded  liabilities for public p en s io n  fu nd s  over the  las t few years, driven b; 
inves tm en t lo s se  . benefit e n h a n c em e n t s ,  a n d  g r e a te r  longevity of p en s io n  plan ber.uficiaries;

• The relatively low interest-rate environment, which w id en s  the  s p r e a d s  b e tw e en  the  POB interest 
c o s t s  pa id  by the  issuer/employer a n d  the  a s s u m e d  inv e s tm en t  re tu rn  ra (e  of the p ens ion  sy s tem s, 
which m a k e s  the  e co n om ic s  of t h e  tran sac t ion  more  a ttractive; a n d

• The poten tia l c o s t  s a v in g s  from a  POB, a s  m any  s ta t e  a n d  local em p loy e r s  s trugg le  with budge ta ry  
Im ba lan ce s  a n d  o th e r  s av in g s  a l te rna t iv es  b e c om e  sc a r c e .

B e c a u s e  of the  co n f lu en c e  of t h e s e  factors, PO B s  a r e  back  This report de ta i ls  th e  m ech an ic s  of how 
P O B s  work, their history, the  spec ia l  r isks un ique  to this d e b t  ins trument, the  critical rating factors and  
implications, a n d  fu tu re  p ro spec ts .

How POBs Work
While the  financial implications of P O B s  a r e  complex, the  a c tu a l  m ech an ic s  a r e  relatively simple. 
Generally , th e  municipal em p loye r  will u s e  the  findings from th e  m os t  r e c en t  ac tuaria l valuation, or have  
a  n ew  va lua tion  comp le ted , to d e te rm in e  the  p en s io n  sy s tem 's  u n funded  actuaria l  a c c ru e d  liability 
(UAAL). Then, it will d e c id e  what portion of the  UAAL (either all or a  pari) will b e  funded with the  POB.
In the  1990s m o s t  em p loy e r s  funded  the  en tire  UAAL, but for va r ious  r e a s o n s  d i s c u s s e d  belo w, many 
now  tend  to f in an ce  l e s s  than  the  full amoun t.  O n c e  the  POB  is s iz ed  a n d  sold, the  ne t p ro c e ed s  a re  
p la c e d  in the  p e n s io n  trust fund to b e  com m ing led  with the  o th e r  funds, a n d  usually inves ted  accord ing 
to th e  ex is t ing a s s e t  allocation gu ide lin e s  ( see  Chart). Thus, t h e  p en s io n  fund e x p e r ie n c e s  a  rapid 
in c r e a s e  in -»ssets resulting in a  h ighe r funded  ratio (actuarial v a lue  of a s s e t s  divided ,y  actuarial 
a c c ru e d  liability). For the  POB  to g e n e r a t e  s av ing s  for the  employer, the inves tm en t e; jrn ra te  on the 
PO B  p ro c e e d s  m u s t  o e  g re a te r  th an  th e  in te res t  c o s t  of th e  b o n d s  (and ideally equa . to, or e x c e e d  the 
p en s io n  sy s tem 's  inv e s tm en t  return assumption), a n d  the la rge r  the  s p r e a d  b e tw e e  l tries'? lo two ra te s  
t h e  better. T he  employer, a s  POB  i s s u e r  a n d  obligor, would th en  b e  p ro jec ted  to a ch ieve  k w er total 
p en s io n  contr ibu tion an d  d eb t  s e rv ice  c o s t s  than  it would h a v e  if it h ad  not so ld th e  POB.

P e n s i o n  O b l i g a t i o n  B o n d  M e c h a n i c s

Issuer/employer (stale or local covemment) Sens
p rs

‘ : P O B
p ro c e e d s  ,1

Debt
servioe

Contributions

P O B  Retirem ent \
repaym ent

*  . > vP en s io n  'I
benefits 4-

it .

y v . P e n n o n  UM 
fund n

http://www.ratingsdirect.com/Apps/RD/controller/Article?id=355276&rLinks=lalse&type... 1/20/2004

mi

http://www.ratingsdirect.com/Apps/RD/controller/Article?id=355276&rLinks=lalse&type


[20-Jan-2004] Pension Obligation Bond* Are Surging After B rief Hiatus Page 2 o f  4

3  Brief History
While the re  w e re  a  few i s s u e s  in the  1980s, the  first big w av e  of P O B s  really c a m e  in th e  early 1990s, 
By the  e n d  of the  d e c a d e  ab o u t  $15 billion of P O B s  h a d  b e e n  i s s u e d  T he  y e a r s  2000 an d  2001 were  
slow from a PO B  s tandpo in t, with 2000 corre la ting  to the  a p e x  of U.S. public p en s io n  funding a t  an  
a v e r a g e  funded  ra t io s  of slightly ove r 100%, up  from only a b o u t  80% in 1990. T h e s e  robus t  funding 
ga ins  w e re  fue led  by above- ave rag e  equity  re tu rn s  during th e  pe r iod  an d  a  g ene ra l  shift in the 
weighting of public p en s io n  a s s e t s  to this a s s e t  c la s s  from fixed-income. The corollary to a  high funding 
level is a  lower or nonex is ten t  U A  .. Falling funo..ig ratio?. now  e s t im a te d  to be  h e ad in g  tow ard s  the 
90%, h a v e  b e e n  e x a c e rb a te d  by a  combina t ion  of a d v e r s o  c ir c um s tan c es ,  s o m e  uncon tro l lab le  a nd  
s om e  self-inflicted. T h e s e  fac to rs  include th e  d e c r e a s e  in a s s e t  /a lues from poo r equi ty  re tu rn s  a n d  the 
i n c r e a s e  in liabilities from benef i t  e n h a n c em e n t s  a n d  d em o g ra p h ic  c h a n g e s  (for exam p le ,  m em be r s  
living longer). T h e  s e c o n d  w av e  of POBs, d r iven by bu rg eo n in g  un fund ed  liabilities, h a s  c om e  on  s trong 
in 2002 an d  2003. As in th e  first wave, California c o un t ie s  h a v e  b e e n  lead ing  the  pack, a n d  th e re  a re  a 
n um b e r  of r e p e a t  borrowers, bu t  th e re  a re  a l s o  s ign if ican t n ew  players . T h e  s la te  of Illinois, which 
i s su ed  in J u n e  of this year, now  ho lds  the PO B  re co rd  for s h e e r  s ize  a t  $10 billion —  a lm o s t  four t imes 
larger th an  th e  p rev iou s  record. O reg on  so ld  a  $2 billion i s s u e  las t fall, a n d  o the r  s t a t e s  tha t h ave  
recently  c om p le ted  o r p lan a PO B  sa le  include K an sa s ,  W iscons in , a n d  W es t  Virginia.

B POB Risks
The principal risks to  the  i s s u e r  of a  POB  all into a  n um b e r  of c a tego r ie s :

• A rbitrage ( investment return/POB in te re s t  cost);
• L everage ;
• Market risk; a n d
• Political.

PO B s a r e  e s sen t ia l ly  a n  a rb i t rage  play, the  s u c c e s s  of which is d e p e n d e n t  on the  p rem is e  tha t the  
p ens ion  fund a s s e t s  (including POB  p ro c e ed s)  will e a r n  on  a v e r a g e  m o re  than  the  in te re s t  co s t  on the 
PO B s a n d  hopefu lly  the  a s s u m e d  inv e s tm en t  re tu rn  ra te  (genera lly  a b ou t  8%) o r b e t te r  e a c h  y e a r  for 
the  life of the  b ond s .  If the  b o n d s  a re  so ld  a l  a n  in te re s t  c o s t  o f 6%. for example, th e  s p r e a d  could 
g e n e r a t e  h a n d s o m e  s a v in g s  if t h e  inve s tm en t re tu rn s  g o a l s  a r e  m e t  ove r the  life of th e  bonds .  The 
p rob lem  is tha t th e re  is no  c er ta in ty  tha t th e  a v e r a g e  8% re tu rn  will b e  rea l ized ove r  time, a n d  therein 
lies th e  principal risk o f '.he PO B  to the  issuer. If th e  p e n s io n  fund e a r n s  8% or m o re  on th e  POB 
p ro c e ed s ,  th en  th e  resu lt will b e  s u c c e s s  by virtue of hav ing  to p ay  lower pens ion-re la ted  c o s t s  
(contributions p lus  PO B  interest) than  without the  POB. Howevor, if the  inves tm en t r e ium  is l e s s  than  
the  PO B  in te re s t  cost, the t ran sac t ion  b e c o m e s  a d ra g  on c a s h  flows. Not only will th e  em p loye r  have  
the  n ew  POB  d e b t  se rv ice  c o s t s  but a lso  h ighe r contr ibu tion r a t e s  a ttr ibu tab le  to n ew  un funded  
liabilities from u n d e r  perform ing inves tm en t re tu rns . If ret, rn s  a r e  a b o v e  6% (as in the  e x am p le  above) 
but be low  8%. th e  emp loye r  will h a v e  in c rea s ing  contr ibu tion ra te  costs ,  but it wuu id  h a v e  h ad  them  
ev en  without th e  FOB. W hen  inv e s tm en t  re tu rn s  a r e  l e s s  th a n  the  PO B  in te res t  co s ts ,  th e  POB pu ts  
additional s t r a in s  on  financial o p e r a t io n s  ra th e r  th an  helping.

While the  1990s p ro d u c ed  s o m e  im p ress iv e  in v e s tm en t  re tu rns , no  p en s io n  fund cons is ten t ly  e a r n s  8% 
or h igher ev e ry  y e a r  in perpetuity; re tu rn s  va ry  dramatica lly  a n d  m ay  (or m ay  not) a v e r a g e  the 
inves tm en t re tu rn  a s sum p t io n  o r e v en  the  PO B  in te re s t  ra te  cost .  T h e  POB p a rad igm  h a s  a  goal to 
a v e r a g e  or b e a t  the  8% inv e s tm en t  re turn a s s um p t io n  ov e r  t h e  long-term. With the  app rop r .a te  a s s e t  
allocation s t r a te g y  this goal m ay  b e  a tta inab le , but m a rk e t  e x p e r ie n c e  over the  last s e v e r a l  y e a r s  h a s  
led s o m e  to be l ieve  tha t an  8% return a s s um p t io n  m ay  o e  loo  agg re s s iv e .

Another fac tor in eva lua t ing  the  s u c c e s s  of a  PwB  is tha t its ful* effect c an  only fully b e  tallied at final 
maturity of th e  b ond s .  Due to m a rk e t  gyra t ions, a  F’OB m ay  look like a  g re a t  s u c c e s s  for se ve ra l  years, 
or e v en  a  d e c a d e ,  only to s e e  inv e s tm en t  g a in s  e ro d e ,  a n d  at maturity a re  p ro n o u n ced  a  failure. 
C onve rse ly  the  e x a c t  o ppo s i te  m ay  be  true, with poo r rc-sults in the  ear ly  y e a r s  la te r o v e r c om e  to 
a ch ie v e  p ro jec ted  bene f i t s  in t h e  final ana lys is .

In any event, w e  do  know  tha t e v e n  if p ro jec t ions a r e  r <r;» ove r  the  life of th e  POBs, th e re
will b e  y e a r s  with re tu rn s  tha t a r e  higher, a n d  s o m e  xliat ;«re lower (maybe significantly), th an  the  8%
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bogey . W e do  no t h a v e  to look back  ve ry  far to s e e  e v id e n c e  of su ch  swings: in fiscal 2001 the  S&P500 
index of dom es t ic  equi t ies fell 16%. in 2002 it fell a n o th e r  19%. but In 2003 it fell only 1.6%. T h e s e  
m arke t  d e c l in e s  hurt i s s u e r s  with PO B s  ou ts tand ing : m o s t  h a d  to p ay  In c rea sed  contribution r a t e s  to 
cove r the  n ew  actuaria l  lo s se s ,  p lus th ey  h a d  the  h igher d e b t  se rv ice  c o s t s  d u e  to  th e  POB.

The risk of add ing  too m uch  lev e rag e  is a n o t h e r  fac tor for PO B  i s su e r s  to cons ider .  Borrowing for any 
p u rp o s e  i n c r e a s e s  leverage, a nd  incurring d e b t  to p ay  un fu n d ed  liabilities is no different. While the  
i s su e r  is subst i tu t ing o n e  type  of long-term liability (POB) for ano th e r  (UAAL), th e r e  is a  difference. In 
m o s t  c a s e s ,  b o n d  d eb t  serv ice  is a "harder* obligation than  th e  "softer" contribution p a ym en t s  u s e d  to 
amor tize  the  UAAL. Bond d eb t  se rv ice  m u s t  b e  pa id  in full a n d  on  time or the  i s s u e  falls into default, 
with w ide  ramifications. For cer ta in  em p loye rs ,  contribution p aym en ts ,  on  th e  o th e r  hand , m ay  b e  
temporari ly d e fe r r ed  o r  re d u c ed  withoui s e r io u s  n ega t iv e  c o n s e q u e n c e s .  Therefore, the  s ize  of the  POB 
relative to the  total debt s truc tu re  of th e  i s s u e r  m u s t  b e  m e a s u r e d  in t e rm s  of w ha t  level of d e b t  se rv ice  
c an  b e  m a n a g e d  if ac tua l future inv e s tm en t re tu rn s  do not m e e t  the  original POB  p lan  projections.

B e c a u s e  PO B s  g e n e r a te  very large infus ions o f fund s  into th e  p ens ion  sy s tem  com p a re d  with th e  more  
s te a d y  Inve s tm en t and  re inv es tm en t of interest, d ividends, a n d  contributions by the  fund, the  p lan  for 
inves ting POB  p ro c e e d s  m u s t  b e  cons ide red .  Shou ld  th e  m o n ie s  b e  inves ted  acco rd ing  to the  existing 
a s s e t  allocation guidelines, o r should  POB p r o c e e d s  h a v e  a  sp ec ia l  allocation s t r a te g y  b e c a u s e  of 
curren t m a rke t  cond i t ions or expec ta t ion s?  If th e  ch ie f inv e s tm en t  officer of the fund be l ieves  tha t 
international equit ies, for example , a r e  overva lued , m ay b e  a  de lay  in filling tha t allocation would be  
w arran ted .  On th e  o th e r  hand , in tha t p en s io n  fund s  a r e  long-term investors, m o s t  h a v e  s tu ck  with their 
traditional a lloca tions for p ro ceed s ,  e s ch ew in g  m a rk e t  timing s tra teg ie s .  W ha tev e r  th e  s tra tegy  m ay  be, 
it shou ld  b e  fully ve t ted  be fo re  the  POB  sa le .

A no the r a s p e c t  that few env is ioned  w hen  this in s t rum en t w a s  first initiated is the  political risk hidden, 
a lm o s t  like a  T ro jan  horse, within the  POB  struc tu re . As w a s  m en t ioned  in a  fe a tu re  on this subject, 
( "Pension Obligation Bonds: Unique Ra t ing Documen ta tion ", RatingsDirect, March. 4. 1999), P O B s  c an  
b e c om e  victims of their own s u c c e s s .  For ex am p le ,  if a  POB  is i s su ed  for the full UAAL, resu lting in a 
100% funded  ratio, a n d  s u b s e q u e n t  h igher- than-average re tu rn s  p u sh  the  ratio to 110% or 120%, the re  
will ar.se t r em e n d o u s  political p r e s s u re  to d is tr ibu te  the  so-called "ex c e ss "  funding by inc rea s ing  
benefits, thu s  incurring n ew  liabilities. T h e  e x c e s s  funding tou ted  in the  late 1990s tu rned  out to b e  
illusory. Even  s y s t em s  bo ls te red  by PO B s  tha t did not in c r e a s e  benefits  found th em se lv e s  in u n d e r  
funded  pos i t ion s  following the  marke t  d ec l in e s  from 2000 to 2003. T ho se  tl ai fell victim to the  s iren's 
so ng  a n d  in c r e a s e d  benefits  h a v e  ev en  lower funding levels. S o m e  p ens ion  funding ratios d e c l in ed  to 
the  ex ten t  that th e  emp loyers '  o p ted  to gc Lack to th e  m a rk e t  to i s s u e  PO B s  for a s e c o n d  time.

a Analysis
The rating p ro c e s s  (or PO B s  basically pa ra l le ls  tha t of long-term deb t  with s imilar secu r i ty  p lus with 
cer ta in  addit ional analytical 'ac tors per t inen t to the  POB  a n d  p ens ion  sys tem . Most P O B s  i s su e d  to 
d a te  h a v e  a  GO  or g ene ra l  fund p ledge. Also, a  high p e r c e n t a g e  of ih o s e  sold h a v e  b e e n  additionally 
s e c u r e d  by b o n d  in su rance .  In S tan d a rd  & Poor's  an a ly s is  specif ic to PO B s  w e fo cu s  on  the  effec t of 
the  b o n d s  on th e  issue r 's  d eb t  «'ruc tu re  an d  its ability to m e e t  its obligations. The financial rev iew 
inc ludes the impac t on both the j a l a n c e  s h e e t  a n d  the  ope ra t in g  s ta tem en t  or c a s h  flows. Th e  s ta tu s  of 
the  i ssue r 's  p e n s io n  fund on a  pro fo rma b a s i s  is a lso  pa r t  of th e  review a s  with a n y  similar analys is .

F rom the  b a la n c e  s h e e t  p e rspec t ive , w e  look a t  how  the  PO B  fits into the  issue r 's  total d eb t  plan. Does 
the  PO B  dramatica lly  alter the  issuer's  d eb t  profile? W e  look a t total d eb t  with a n d  without the  POB  so 
a s  no t to p ena l iz e  a  POB  is su e r  in com pa r i so n  to a n o th e r  i s s u e r  that might h a v e  relatively low d eb t  (and 
no POBs) but s iz ab le  u n funded  p en s io n  liabilities. Also, w e  e v a lu a te  the  lev e rag e  a d d e d  by the POB. 
D oe s  it m arked ly  in c r e a s e  hard, fixed c o s t s  (bond d eb t  serv ice) in p lace of a softer, mo re  d iscre t ionary 
obligation (pension  contributions)? If s u b  p a r  inve s tm en t re tu rn s  put upward  p r e s s u r e  on contribution 
r a t e s  w.i they, coup led  with the  n ew  higher d eb t  s e rv ice  c o s t s  d u e  to the  POB, pu t the  issuer's  budge t  
u n d e r  g re a te r  stra in? The i s s u e r  m us t  a lso  b e  cogn izan t  of t h e  effect the  POB i s s u a n c e  m ay  h a v e  on 
s ta tu to ry  deb t  limits. Will the  POB  u s e  up  d eb t  c ap ac i ty  tha t  m ight b e  n e e d e d  for o ther, mo re  p re s s ing  
n e ed s?

From  a c a s h  flow standpo in t, S ta n d a rd  & Poor's  rev iews p ro je c ted  d eb t  se rv ice  a n d  contribution costs , 
with a n d  without th e  POB, including the  validity o f the  a s s um p t io n s  including th o se  for POB in te res t
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c o s t s  a n d  p en s io n  fund inv e s tm en t re tu rns. How do  th e  p ro jec t ions c om p a re  in total a n d  on a n  annua l 
basis?  T he  s p r e a d  b e tw e e n  in te re s t  c o s t s  a n d  inv e s tm en t  re tu rn  g e n e r a t e s  t h e  s a v in g s  expec ted  from 
the  t ran sac t ion .  W ha t is the  m ag n i tu d e  of a n n u a l  s a v in g s  a n d  total presen* v a lu e  sav ing s?  W here  (in 
w ha t years)  a r e  the  s a v in g s  taken?  Are the  s a v in g s  front-loaded in a n  a t tem p t  to m a sk  budge ta ry  
s tre ss?  Will a n y  front-loading l e ad  to higher, u n su s ta in a b le  contribution r a t e s  in la te r years?  Do the 
potential s a v in g s  form th e  POB  ou tw e igh  th e  risk s  involved The ana ly s is  o f th e  c a s h  flows is a  critical 
c om pon en t  to u nd e r s ta n d in g  th e  full im pac t  of th e  t ran sac t ion .

A s part of the  PO B  an a ly s is  w e  a lso  rev iew  th e  cu rren t  s t a t u s  of the rec ipien t of b o n d  p ro c e ed s  —  the  
p ens ion  s y s tem  itself. W ha t is t h e  s ta tu to ry  re la t ionsh ip  b e tw e e n  the issue r/employer a n d  fund? How 
h av e  th e  law s a n d  p r e c e d e n t s  for m ak ing  con tr ibu tions a f fec ted  funding p ro g r e s s  a n d  how do  they  play 
into the  PO B  stra tegy? Have  funding levels g ene ra l ly  b e e n  inc rea s ing  over  time? W ha t  a re  th e  funding 
go a ls  a n d  how will the  POB  im pac t  t h e s e  ob jec tives?

The  p en s io n  fu n d ’s g ene ra l  a c tua r ia l  m e th o d s  a n d  a s s u m p t io n s  a lso  will b e  rev iew ed  for compara tiv e  
p u rp o se s .  T h e  fund's a s s e t  a llocation s t r a te g y  will b e  s tud ied  for c o n s i s te n cy  with th e  POB a s sum p t io n s  
a n d  for th e  g e n e ra l  risk profile. An a g g r e s s iv e  inv e s tm en t  s t r a teg y  m ay  m ak e  the  PO B  objec tives more 
difficult to a c h i e v e  on a  c o n s i s te n t  b a s is .

3  Rating Implications
E m ploye r s  looking to h e lp  m a n a g e  their u n fu n d ed  liabilities th rough  th e  i s s u a n c e  of a  POB should  
weigh th e  p ro s  a n d  c o n s  very carefully. Any app l icab le  risks from the  a bov e  list shou ld  be evaluated . 
T h e re  sh o u ld  b e  a  c le a r  POB  p lan  with a t t a in a b le  ac tua r ia l  a n d  inves tm en t a s s u m p t io n s  and  a 
c o n se rv a t iv e  s truc tu re . P ruden t  a l loca t ion  for p ro je c te d  s a v in g s  over time limits the  c h a n c e s  for 
p ro b lem s

It is p o s s ib le  for PO B s  to  h ave  a  n ega t iv e  e ffec t on c red it  quality, espec ia l ly  in th e  inves tm en t 
e nv i ronm en t  o v e r  the  la s t  s e v e ra l  y e a r s  o r if th e y  w e re  s tru c tu red  poorly at th e  ou tse t .  S ta n d a rd  &
Poor's  will c o n t inu e  to ev a lu a te  PO B  risks  in light of e a c h  employer 's  individual profile at the time of sa le  
a s  well a s  their p ro je c ted  e ffec ts  ove r  time. P O B s  m ay  work a s  p la nn ed  over th e  long-term, but sho rt­
te rm  fiscal d is lo ca t ion s  resulting from t h e s e  s t ru c tu re s  a r e  pa r t  of t h e :r b a g g ag e .

m Special Rating Documentation Requirements for POBs
T h e  un ique  n a tu r e  of P O B s  re qu i re s  cer ta in  addit iona l do cum en ta t io n  not normally r e q u e s te d  for o the r  
t y p e s  ot ratings:

• PO B  financing plan, including its e ffec t o n  th e  overall d e b t  plan;
• P ro je c t ion s  of UAAL con tr ibu tions a n d  d e b t  se rv ice  with an d  without th e  POB;
• L a te s t  p e n s io n  fund an nu a l  report;
• Most r e c e n t  ac tua r ia l  va lua tion  a n d  e x p e r ie n c e  s tu d ie s  of the  fund; a n d
• P e n s io n  fund's cu rren t  a s s e t  a lloca tion  s t r a te g y  a n d  p lan for investing POB p roceed s .
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S ta te  g ov e rnm en ts  h a v e  a long h istory of provid ing re t irem en t security  for their e m p l r y e e s - a n d  in m any  
c a s e s  cer ta in  local g ov e rnm en t  em p lo y e e s- th ro u g h  large, defined benefit p en s io n  s y s tem s ,  which, 
th roughou t th e  20th century, h ad  b e e n  s u c c e s s fu l  in m ee t ing  their in tended  goals . However, a f te r s ta t e  
p en s io n  fund s  re a c h ed  (heir a p e x  o f f inancial s o u n d n e s s ,  b a s e d  on funding levels 'n 2000, they  h a v e  
s in c e  de te r io ra ted- in  m any  c a s e s  p rec ip i tous ly- leav ing  m o s t  funds with th e  p rob lem  of m an ag in g  new, 
la rge  u n funded  liabilities. T he  rapid g row th  an d  significant m agn itud e  of t h e s e  liabilities h a s  b e c o m e  an 
in c reas ing  credit co nc e rn  for m any  s t a t e  ratings, re a ch ing  crisis proport ions in s o m e  c a s e s .

This article p rov ides  a  brief overv iew  of public p en s io n  funds in the U.S., a long  with th e  fac to rs  lead ing  to 
their cu r ren t  s ta tu s  a n d  c om e  of th e  op t ion s  av a i lab le  for m anag in g  p ens ion  liabilities. In addition, the  
s t a t u s  of a  n um be r  of s ta te  funds, with a  r a n g e  o f fund ing levels, a n d  s om e  of the  s t r a t e g ie s  s t a t e s  h a v e  
u s e d  to a d d r e s s  their re sp ec t iv e  p e n s io n  s itua tions, will b e  exam ined .

1 Historical Background

Defined benefit p en s ion  p lans, a s  u s e d  by m o s t  s ta te s ,  provide a sy s tem a t ic  m e ih o a  for s i t t i n g  a s id e  
sufficient m on ie s  to pay p rom ised  re t i rem en t bene f i t s  to em p loy e e s  in the  future. The  benef i ts  a r e  
funded  by contributions, usua l ly  from bo th  em p loy e r  a n d  emp loyee , a nd  th e  inv e s tm en t  in com e  derived 
from su ch  contributions. Most s t a t e s  h a v e  two principal funds: o n e  for s ta t e  em p loy e e s ,  a n d  poss ib ly  
cer ta in  local gove rnm en t  em p loy e e s ,  ca l led  public em p loy e e  re t irement s y s tem s ,  a n d  o n e  for te a ch e r s ,  
re ferred  to a s  s ta te  t e a c h e r s '  re t i rem en t sy s tem s .  S om e  h a v e  one, monolithic s y s t em  for all g o v e rnm en t  
em p lo y e e s  (state a n d  local), while o th e r s  h a v e  multipie s y s tem s  for individual job  spec ia l t ie s ,  s u c h  a s  
ju d g e s  a n d  safe ty  officers.

Public p en s io n  funds in th e  U.S., of which tlie lion's s h a r e  o f a s s e t s  be long  to s t a t e  funds, h a v e  c om e  a 
long way from their hum b le  b e g in n in g s- som e  d a t ing  to th e  beginning of the  20th cen tu ry . S tar ting  v/ith 
little or no  3 s s e ts  to offset liabilities, a nd  s o m e  initially opera t ing  on  a  pay-as-you-go-basis, p en s io n  
funds g radually  improved their fund ing ra t ios (actuarial v a lue  of a s s e t s  divided by ac tua r ia l  a c c r u e d  
liability) to the  50"/o level in the  mid-1970s, a nd  fu r ther io a round  80% by 1990. Early cn. p e n s io n  a s s e t s  
w e re  inve s ted  largely, if not exclusively, in fixed incom e  in v e s sn em s .  Gradually, in v e s tm en t  s t r a te g ie s  
b e c a m e  m o re  diversified, howave r , a nd  by the  e n d  of the 1990s public fund s  h ad  in c r e a s e d  the ir 
a l loca t ions to equi t ies and o th e r  h ig h e r  yielding a s s e t  c l a s s e s  s :gnificantly. This shift In a l lo ca t ion s  
co inc ided with, a nd  to s o m e  e x i e n 1 w a s  fue led  by, th e  bull m a rk e ts  in d om es t ic  equ i t ie s  tha t l a s t e d  from 
the  ear ly  1980s th rough  fiscal 2000. At J u n e  30 (the fiscal yeai-end for m o s t  public p e n s io n  funds),
2000, the  a v e r a g e  funding ratio for all U.S. public funds w a s  slightly a b o v e  100%, arid w a s  oven  h igher 
for s ta t e  funds.

The party  to c e leb ra te  the final d e f e a t  of u n fund ed  p en s io n  liabilities w a s  short-lived, unfor tunate ly, a s  
dark  c louds  so on  b e g a n  to a p p e a r  T r e n d s  tha t wouid  adve rse ly  affect ac tuaria l b a la n c e  im p ac ted  both 
liabilities a n d  a s s e t s .  Liabilities w e re  be ing  inflated no t only by normal growth an d  inflationary p r e s s u r e s  
but a lso  by overt c h a n g e s  in b ene f i t s  a n d  ac tua r ia l  a s sum p tion s .  The late 1990s s a w  a n um b e r  of 
im p rovem en ts  to p en s io n  benefits, which  au tomatica lly  b oo s te d  liabilities, a n d  the  ac tua r ia l  
c o n s e q u e n c e s  of m an y  of t h e s e  c h a n g e s  really k icked in a h e r  2000 d u e  to the  no rm al d e la y ed  reaction 
in contribution in c rea se s .  D em og ra p h ic  a n d  lifestyle trends--along with the  re su l tan t  a s sum p t io n  
c h an g e s ,  s u ch  a s  re t i re es  living longe r  (a global ph enom enon)  and  more  em p lo y e e s  taking ear ly  
r e t i r em en t-had  a similar, e x p a n s io n a ry  -effect on liabilities. However, the b igge s t  c o m p o n e n t  in th e  
s t e e p  d ec l in e  in funding leve ls from f iscals  2001 to 2003 c am e  from the  a s s e t  s ide, a n d  w a s  c a u s e d  by 
the bo ttom  falling ou t of the  d om e s t i c  equity  m a rke ts .  The inves tm en t return a s s um p t io n  re q u i rem en t  for 
most public funds to main ta in  ac tua r ia l  b a lan ce ,  a b ou t  8%, could not b e  s u s ta in e d  w h en  the  a v e r a g e  
a llocation to dom es t ic  equ i t ie s  s tood  a t  4C%-50% an d  the annua l  re tu rns  o f the  S& P  500 Index w e re
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nega t iv e  13%. nega t ive  19%. an d  positive 2%  in fL ca ls  20G1, 2092. and  20G3. re spec t ive ly .  The  ne t 
resu lt w n s  that, by J u n e  30, 2003 a v e r a g e  funding ratios fcv  s ta te  funds h a d  fallen from a n  a v e r a g e  
over funded  level in 2000 to a n  e s t im a ted  80%-90% in jus' th ree  short years . While t h e  S& P  500 s a w  a 
17% g am  «t nscai y°ar-end J u n e  30, 2G04, public p en s ion  fund actuarial resu lts , on  a v e r a g e  for th e  
year, will not report majo. funding g a in s  due  tc the  effec ts  of Jne actunrial sm oo th in g  of g a in s  a n d  
lo s s e s  ove r  a  period o f y e a r s  u s ed  hy mes t .  With five-year smoothing, for ex am p le ,  a  fund in fiscal 2004 
would still b e  accoun ting  for a  portion of th e  l o s s e s  (or gains) from th e  prior fou r yea rs .

a  Alternatives to Improve Funding

The ra n g e  of o n io n s  to fix a  p en s io n  m ism a tch  ot a s s e t s  and  liab’lities is re latively narrow, a n d  a lm o s t  
a l’ ere difficult to imp lemen t d u e  lo legal, e conom ic  o r  political impedimen ts . C o r rec t iv e  m e a s u r e s  
shou id  a d  to s top or s low  p en s io n  liability g row th or g row  a s s e t s ,  cr.boih. F rom  a  liability s tandpo in t ,  
m os t  s t a t e s  h ave  constitu tional or s ta tu to ry  p en s io n  oenefit p ro tect ions that p re c lu d e  a n y  re d u c t io n s  in 
benef i ts  a l ready  p rom ised  to ex is t ing em p loy e e s .  One; way o round t h e s e  res t r ic t ions is to d o s e  off the  
curren t benefit to new  em p lo y e e s  a n d  offer n ew  em p loy e e s  a  re du c ed  level o f  benef i ts .  This tac t ic  of 
c rea t ing  a  new tier of benef i ts  h a s  b e e n  u s e d  by a  n um be r  c f  funds to re d u c e  liability g rowth.
Comple te ly  closing ex is t ing p la n s  a n d  c rea t ing  new, l e s s  g e n e rou s  defined benef i t  o lan s ,  a n d  e v e n  new  
defined contribution p lans, is a n o th e r  option.

Chang in g  actuarial a s s u m p t io n s  to re d u c e  l abilities h a s  b e en  u s ed  in the pa s t ;  the  cu r r en t  d em og ra p h ic  
an d  e conom ic  realit ies re 'a teo  to  ths major variables, however, m ak e  th e s e  op t ion s  difficult. T h e  ra is ing 
of the  actuarial inves tm en t re tu rn  a s sum p t io n  lo 8.25% f r o r  8.00%, tor ex am p le ,  wou ld  a u t o m a t i c a l  
lower actuaria! liabilities, all o th e r  a s s u m p t io n s  being equal. However, the  in v e s tm en t  e x p e r i e n c e  o v e r  
tne  p a s t  th ree  or four y e a r s  a n d  cu rren t expe c ta t io n s  would tend  to p rec lude  s u c h  a  c h a n g e  a t  this time.

The  princioal op tions to improve p en s io n  b a la n c e  by inc rea s ing  a s s e t s  fall into th r e e  m a in  c a tego r ie s :

• T h e  pens ion  fund m ay  *lter its a s s e t  allocation s tra togy tc  e n h a n c e  in v e s tm en t  re tu rns;
> T h e  pens ion  fund s p o n s o r  m ay  sell p e r s i o n  obligation b o nd s  (POBs), p lac ing t n e  p r o c e e d s  in 

th e  pens ion  trust a n d  th u s  reduc ing  o r eliminating the un funded  actuaria l  a c c r u e d  iiability 
(tJAAL); and

* Annual contribution ra t e s  for s p o n s o r s  o r  em p loy e e s  m ay  be  in c rea sed .

P en s io n  funds in the U S  , a s  m a jo r g lobal inves to rs  with more  than  $2 trillion in a s s e t s ,  h a v e  d ev e lo p ed  
soph is t ic a ted  a s s e t  a llocation p la n s  o v e r  the  yea rs ,  and, with a c c e s s  to p ro fe s s io n a l  a s s e t  m a n a g e r s ,  
a t tem p t to maximize l e tu rn s  within their p re s c r ib ed  to le rance  for risk. Fo r an  individual fund to 
dramatica lly  e n h an c e  yields by altering its a liocaticns, th e re  would most likely n e e d  to b e  a  s e a  c h a n g e  
in thinking abou t the fund's view of risk. Minor tw eak ing  o! s t ra teg ie s  is a  m o re  re gu la r  o c c u r r e n c e  a s  
funds  s e e k  to k e ep  up with c h ang ing  m arke ts ,  risk profiles, and  e x p e c te d  re tu rn s  of v a r io u s  a s s e t  
c la s s e s ,  but major s t ra tegy  c h a n g e s  lead ing  to m arked ly  improved resu l ts  a re  ra re

S o m e  s ta te s ,  a s  spon so r s ,  h a v e  o p 'ed  to p u r s u e  the P 0 3  route to significantly b o o s t  a s s e t s  in o n e  bold 
move, while . . *he s a m e  time tak ing a d v a n t a g e  c f  the  p ro jec ted  lower carrying c h a r g e s  this vehic le 
offers lo a s p on sc i .  (Fcr further informafion, s e r  report titled "Pen s ion  Obligation B o n d s  Are Su rg ing  
After Brief Hiatus," pub lished  J a n .  20. 2004. on RatingsDirect). While no p a n a c e a ,  P O B s  a r e  basica lly  
an  a rb i t rage  play b a s e d  on  the p rem is e  that, a s  a  re s iJ t  of the bond  p ro c e e d s  be ing in v e s te d  a t  an  
e x p e c te d  y'e'd abo''e  the  c o s t  of th e  bonds , n e t  s a v in g s  will be  a ch ieved  by the  s p o n s o r  ov e r  th e  life of 
the  bonds .  In o the r words, after th e  i s s u a n c e  of the  POB, comb ined  d eb t  s e rv ice  plus p e n s io n  
contribution co s ts  will be  lower th a n  they  would h a v e  b e e n  w nut a  POB. T he  s u c c e s s  of this formula 
d e p e n d s  r n  the rea lization of a  cer ta in  inv e s tm en t  return, whicn is in no w ay  g u a r a n t e e d .  W h e th e r  a 
PO B  s u c c e e d s  or fails c an n o t  fully be e v a lu a te d  until t n e  finai maturity o f ihe  bond, a n d  it is a  g iven  that 
s o m e  y e a r s  will b e  w inne rs  a n d  o th e r s  lo se rs .  T h e  b ad  y e a r s  m ay  add  short-term fiscal s t r e s s  to the 
POB is su e r  (pension sponoor), which could  b e  significant b a s e d  on the am oun t  of l e v e ra g e  ihe  POB 
exerts . With most POBs hav ing  b e e n  i s s u e d  o v e r  the p a s t  10 y e a r s  or so, it would b e  p r em a tu re  to 
p ro n oun ce  them an  unqualif ied s u c c e s s  (or failure). The b e s t  that can  be sa id  to d a te  is tha t  PO B  
re su l ts  h a v e  b e en  mixe J, with s o m e  having m e t o r e x c e e d e d  expec ta t io n s  while o th e r s  h a v e  c o m e  up 
sho r t  b a s e d  largely on the  v ic is s i tudes  of m a rk e t  timing.

T h e  last m a jo r option for in c rea s ing  a s s e t s ,  and  the  m o s t  com m on  alternative u s e d  to m a n a g e  new, 
un funded  liabilities, is to s imply in c r e a s e  annu a l  contrib ution ra tes. Indeed, a  m a jo r  princip le of a n  
actuarially funded def ined  benefit p lan is thai, if a s s e t s  a n d  liabilities b e c om e  u n b a la n c ed ,  inc rea s ing



(or d e c re a s in g  if tlvj s y s tem  is ove r funded)  contr ibu tions will bring the s y s tem  back  into b a la n ce .  
S om e t im e s  em p loy ee  contr ibu tions o re  in c r e a s e d ,  hut usually it is the  s p o n s o r  tha t  s t e p s  up  to  the  
p'ate: the  inves tment risk o' a  public d e f in ed  benef i t  pian and  the  bu rd en  to m a k e  g o o d  on benef i t  
p rom is e s  a re  ultimately th e  respons ib i l i t ie s  of th e  sponso r .  Thus, the  principal b y p rodu c t  of t h e  curren t 
s ta te  p en s ion  'unding cris is h a s  b e a n  in c r e a s in g  contribution c o s t s  com ing  a t a  time w h e n  s ta t e s ,  in 
r e c e n t  yea rs .  ha'*e b e a n  s q u e e z e d  by w e a k  -avenues  and  burgeon ing  e x p e n s e s ,  including secu r i ty  a n d  
h ea l th  c a r e  cost p re s s u re s .

How Are Some States Managing Their Pension Liabilities?

A r i z o n a .
T h e  Arizona S ta t e  R e t i r em en t  S y s tem , a  multiple-employer defined benefit  plan, p rov id es  p en s io n  
benef i ts  for em p lo y e e s  of th e  s ta te, political subdivision*, a n d  public schoo ls ,  with m o re  th a n  500 
em p loye r s  a n c  222,000 ac t ive  m em be r s .  T h e  sy s tem 's  funded  ratio fell to 98.4% a t J u n e  30, 2003, 
a fte r a  d e c a d e  of m o re  than  100% funding. A s  repo rted  in t h e  Ju n e  30, 2003, a c tua r ia l  valuation, the  
m ajo r contributor to th is  dec l in e  w a s  in v e s tm en t  l o s s e s  for th e  y ea r  th a t  re su l ted  in a  d e c r e a s e  in the 
actuaria l  va lue of a s s e t s  by $1.2 billion. In N ov em be r  2002, th e  s ta t e  re t irem en t s y s t em  bo a rd  
rem oved  the re qu i rem en t  tha t a c tua r ia l  a s s e t s  b e  within 20% of m a rk e t  value, a n d  c h a n g e d  the  
period for recogniz ing inv e s tm en t  g a in s  or l o s s e s  to 10 y e a r s  frc v e  yea rs .  At J u n e  30, 2003, *he 
s y s tem ’s  marke t v a lue  of a s s e t s  ($18.1 billion) w as  77% of a c tu  value. T h e  2003 ac tua r ia l  
va luation d eve loped  hypo the tica l  contr ibu tion  ra te s  for both em p lo y e e s  a n d  em p lo y e r s  (odd-year 
ca lcu la tions a r e  not ac tually  im p lem en ted ;  of 6.95% each , c om p a re d  with 1.92% e a c h  in 2001.

C a l i f o r n i a .
California h a s  two ’a rg e  s ta te  p e n s io n  funds: o n e  for s ta te  a n d  certain local employees--California 
Public Em p lo y ee s ’ R e t i r em en t S y s tem  (CalPERS)--with a s s e t s  ex c e e d in g  $170 billion; a n d  th e  o ther 
for leachers-Ca l i fo rn ia  S ta re  T e a c h e r s '  R e t i r em en t  S y s tem  (CalSTRS)-with m o re  th a n  $115 billion 
in a s s e t s .  T h e s e  s y s tem s  h a v e  b e e n  ex pe r ie n c in g  s o m e  of th e  s am e  p r e s s u r e s  a s  p e n s io n  funds in 
o th e r  sui-.es, a n d  h a v e  e x p e r ie n c e d  d e c l in e s  in funding levels. For exam p le , th e  fund ed  ratio for the 
s ta t e  m em be r  c a tego ry  of C a lP E R S  h a d  failen to 84% a s  of J u n e  30, 2003, c o m p a r e d  with 111% in 
2000. S ta te  contr ibu tions to C a 'P E R S  for its em p loy e e s ,  a s  actuarially d e iz rm ined , h a v e  r i s en  from 
$ I60 million in fiscal 20C1 to $2.2 biliion in fiscal 2004. In the s a m e  ve in  trv, fu nd ed  ratio for the  
C a lSTR S  defined benefit p lan fell from 11C% in 2C0C to 82% in 2003. However, total am o u n t s  
contr ibu ted  to C a lST R S  by m em be r s ,  em p loy e r s ,  arid Ihe sta te, a s  s e t  by s ta tu te , i n c r e a s e d  ju s t  
10% during th e  s a m e  period.

A n um oe r  of c h a n g e s  for bo th  p e n s io n  s y s t em s  h ave  o e e n  p ropo sed  ov e r  the  las t  y ea r .  In relation to 
C a lPERS , t h t  s ta te 's  2005 b u d g e t  inc luded  cer ta in  p ens ion  reforms, s u c h  a s  a  two-year d e la y  of 
contributions into C a lP E R S  from n ew  m is c e l la n e o u s  a n d  industrial em p loy e e s ,  t h u s  obvia ting the 
s t a i a ’s obligation to m a k e  contr ibu tions on  the ir  beha lf over tha t period. A $900 million POB  w a s  
propose;), the p ro c e e d s  of which would  b e  u s e d  to p ay  a  portion of t h e  cu rren t  contr ibu tion p a ym en t  
a s  o p p o s e d  to paying a  portion of the  u n fu n d ed  actuarial a c c ru e d  liability like m o s t  o th e r  PO Bs .
Court validation of the  PO B s  is be ing  sough t .  T h e  2005 s ta te  budge t  a l s o  inc luded p ro p o s a l s  to 
i n c r e a s e  em o lcy e e  contribu tion r a t e s  a n d  iow er benefits  or n ew  em p lo y e e s  tc  pre-1999 levels.

In D ecem be r  2004, C a lST R S  p ro p o s e d  a  . lum be r  of options to help a d d r e s s  t h e  fund ing defic iency 
in its defined benefit nlan. At J u n e  30, 2003, th e  s y s tem ’s un funded  ac tua r ia l  ob liga t ion  to ta led  $23.1 
billion. The  first option w a s  for th e  s t a t e  to  i s s u e  a  POB to pay  down th e  en tire  liability. O th e r  options 
inc luded u c h a n g e  :n ihe  am or tiza t ion  p e r iod  o f  th e  un funded  liability a n d  a n u m b e r  o f c h a n g e s  to 
how  benefit a r e  ca lcu la ted . O n e  op tion tha t could  h ave  a  large eftect on  the am or t iza t ion  c o s t  is to 
e l im inate the 2% benefit  a d ju s tm en t .  S e v e r a l  a l te rna t iv es  included i n c r e a s e s  in contr ibu tion ra te s  by 
all th ree  contribution b a s e s :  m em be r s ,  em p loye r s ,  and  the  s ia te .

O n  July 1, 2003, the s ta t e  did n o t  m a k e  its full contribution p aym en t  to C a lSTRS ' s u p p lem en ta l  
benefit  m a in te n an c e  accoun t,  a l th o ugh  it did m a k e  the requ ired  p a ym en t  lo the  s y s tem 's  de f ined  
benef it p rogram . The  s t a t e  pa id  $59 million of t h e  5559 million requ ired  s u p p lem en ta l  benef it 
m a in te n an c e  a c c o u n t  amoun t.  In O c to b e r  2003, C a lSTRS  filed suit in U a c r am en to  C oun ty  Super io r  
Cuurt to h ave  the  $500 million p a ym e n t  r e s t u red .  The s ta t e  is currently d e fend in g  the  action.

Of late, p ro po sa ls  to re p la c e  th e  two California s ia t e  defined benefit p la n s  with d e f in ed  contribution 
p lans, anti to e l im inate s t a t e  con t r ibu t ion s  to Ca lSTRS, h ave  b e e n  actively d e b a t e d .



Florida.
T h e  Florida R e t i rem en t S y s tem  w a s  c r e a te d  in 1970. The  sy s tem  w a s  c re a te d  to prov ide a  defined 
benefit  p ens ion  p lan  for partic ipation em p loy e e s .  The p lan  is adm in is te red  by the s t a t e  division of 
re t irement in th e  d e p a r tm en t  of m a n a g em e n t  se rv ices . Partic ipation by loccl g o v e rnm en ts  in the 
s t a t e  is optional, bu t is gene ra l ly  i r revocab le  o n c e  the  gove rnm en t o p ts  to par t ic ipa te  in the  plan. 
Curren tly  the re  a r e  866 partic ipating em p loy e r s  and  956,875 individual part ic ipants. Of the  total 
partic ipants, 23.5% a re  re t ire es  a n d  benefic iar ies . Contrary to t i e n d s  for m o s t  o th e r  s ta te s ,  the  
ac tua r ia l  value o f a sse t?  in tne s y s t em  h a s  consis ten tly  e x c e e d ed  th e  actuaria l  a c c ru e d  liabilities in 
r e c e n t  years . T h e  funded  ratio of t h e  p en s io n  sy s tem  h a s  ra n g ed  from 112% in fiscal 2004 to 118% 
in fiscal 2000. Inve s tm en t p e r fo rm an c e  in fiscal 2004 w a s  strong, with a  re turn of 16.6% com pa red  
with the  7.75% a s s u m e d  ra te  o f  return. T h e  actuarial va lue  of a s s e t s  a t  July 1, 2004, w a s  $106.7 
billion. The solid a s s e t  position o f th e  Florida R e t irem en t S y s tem  h a s  prov ided b u d ge t  re lief in the 
iorm of lower contribution re q u i rem en ts  for the  s ta te  a n d  participating loccl g ov e rnm en ts .

I l l in o is .
Illinois s p o n so r s  five defined benef i t  re t irem en t p lan s  for abou t 630,000 m em b e r s  a n d  annu i tan ts,  
including public em p loy e e s ,  t e a c h e r s ,  university personnel, a n d  judge s .  Bv 2003, the  funded  ratio of 
th e  Illinois funds ranked  n e a r  t h e  bo ttom  c om p a re d  with other s t a t e s  in th e  U.S. Contributing to the 
$26.9 billion i n c r e a s e  in u n funded  liabilities from 2000 to 2003 were:

• Contribution shortfalls ($4.8 billion of the total),
• Inves tm en t l o s s e s  ($14.1 billion), and
• Benefit im p rov em en ts  ($3.3 billion).

Adding to the s t a t e ’s  p ens ion  w o e s  is a  ?002 ear ly  re t irement incentive p lan  for s ta t e  em p loy e e s ,  
which resu lted in a  liability that, a t  $2 j  billion, w a s  quad rup le  the  original e s t im a te . P a r t  of the  
v a r ian ce  w a s  d u e  to a  m uch  la rg e r  . lum be r of em p loy e e s  (11,032) tak ing part in the  p ro g ram  than  
originally p ro jec ted  (7,215). Due to  the  requ i rem en t of a  10-year amortiza tion  of this liability, t h e  early 
re t irem en t p rog ram  contribution fo r  2005 is $382 million, c om pa re d  with the  originally p ro jec ted  $70 
million.

In 2003, the  s ta te  so ld a  $10 billion POB, the  la rges t  on record, u s ing the  p ro c e e d s  to fund a  portion 
of the  UAAL ($8.1 billion) and  to p a y  ($1.9 billion) the s ta te 's  curren t p en s io n  contr ibu tion for fiscals 
2003 and 2004. T h e  PO B  in c r e a s e d  the  com b in ed  sy s tem 's  funded  ratio by s e v e n  p e r c e n t a g e  
points. At the  e n d  of fiscal 2003, th e  fu nd ed  ratio for the  com b ined  s y s tem s  w a s  57% (after giving 
e ffec t to the  POB), and  th e  UAAL w a s  $35.8 billion.

N ew  Y o rk  S t a t e .

T h e  New York S ta te  comptro ller is the  so le  t ru s te e  of th e  s ta te 's  c om m on  re t iremen t fund, which 
inc ludes  all a s s e t s  of the  New York S ta te  Re t iremen t Sys tem . M em be r s  o f the s y s tem  ;.re typically 
em p lo y e e s  of N ew  York S ta te  o r em p lo y e e s  of municipalities in th e  s ta t e  (excluding N ew  York City). 
A s of March 31. 2004, the re  w e re  2,985 partic ipating governm en t em p loy e r s  in the  sy s tem . The 
overall m em be r sh ip  in the  s y s tem  e x c e e d s  970,000; this inc ludes 641,721 m em b e r s  a n d  328,357 
re t i re e s  and  benefic iar ies . Overall, m em be r sh ip  h a s  ex p an d ed  continuously, but the  growth from 
re t i r e e s  h a s  b e e n  m o s t  significant. R e t i r e e s  now m ake  up 34% of th e  sy s tem 's  m em be r s ,  c om pa red  
with 26% in 1990. Benefit p a ym e n t s  c on t inu e  to rise, reflecting im p rovem en ts  in final a v e r a g e  
sa la r ie s ,  co s t  of living ad ju s tm en ts ,  a n d  benefit improvemen ts . T h e  in c r e a s e d  benefit p aym en ts ,  
c o up led  with the p e r fo rm an c e  of th e  s to ck  m a rke t  after 2000, h a v e  requ ired  significant em p loye r 
contribution in c rea se s ,  with s ignificant i n c r e a s e s  fo re ca s ted  for th e  next two y e a r s  a s  well. At March 
31, 2004, abou t  63% of th e  p e n s io n  sy s tem  a s s e t s  w e re  inves ted  in va r ious s tocks. For the  la rges t  
c om pon en t  in the  s y s tem - tn e  N ew  York S ta te  and  Local Employees ' R e t i rem en t S y s tem - em p lo y e r  
contr ibu tions had  a v e r a g e d  1.75% from fiscals  1996 through 2003. Contribu tions wi!' in c r e a s e  in 
fiscal 2004 to 5.9%, totaling $1.2 billion. Th is ra te  is p ro jected to m o re  th a n  doub le  in fiscal 2005 to 
12.9%, or a  $2.6 billion contribution, followed by an  e s t im a ted  11.4% contribution ra te  in fiscal 2006. 
S imilar in c r e a s e s  a r e  fo re ca s te d  in the  New  York S ta te  a n d  Locai Police a n d  Fire Re t irem en t 
S y s tem  (PFRS) for fiscal 2004. T h e  contribution ra te s  for fiscals 2005 an d  2006 a re  p ro jec ted  to be 
e v e n  s t e e p e r  for P FR S ,  however, g row ing to 17.6% and  16.3%, respectively . T h e s e  contribution 
i n c r e a s e s  h ave  been , and  will c o n t inu e  to be, a  significant sou rc e  of b u d ge t  p r e s s u r e  for the  s ta t e  
a n d  its local gov e rnm en ts .  The leg is la tu re  h a s  allowed a  portion o f the  i n c r e a s e  to b e  fu nd ed  with 
the  i s s u a n c e  of o o n d s  or a loan from  the  s ta t e  comptroller. For g o v e rnm en ts  tha t c h o o s e  this option, 
fixed co sts  to se rv ice  o en s ion  con tr ibu tion s will include an  in te res t com ponen t ,  with the  fixed c o s t s  
e x te n d ed  for uo to 10 years . The s y s t em  u s e s  the  a g g r e g a te  actuaria l  funding method, which d o e s



no t identify or s ep a r a te ly  am o r t iz e  u n funded  ac tua r ia l  liabilities. D ue  to  th e  u s e  o f this funding 
m e thod , th e re  is no d is c lo su re  or s c h e d u le  p rov ided  on funding p ro g re s s .

O r e g o n .
O re g o n  h a s  historically de liv e red  p e n s io n  bene f i t s  for s ta te  a nd  local em p lo y e e s  th rough  a  sing le 
s y s tem  called the O regon  P uN ic  E m p lo y e e s  R e t ir em en t  S y s tem  (OPERS). After expe r ienc ing  
relatively high funding leve ls  th ro u g h  the  1990s, t h e  UAAL of O P E R S  a t Dec. 31, 2001, w a s  
es t im a ted  a t  $9.7 billion, a lm o s t  t h r e e  t im es th e  prior year. With 2002 inv e s tm en t  lo sse s , this figure 
w a s  e s t im a ted  to b e  a lm os t  $15 billion—of which a b o u t  one-third w a s  th e  s t a t e ’s s h a r e .  Contributing 
fac tors to the in c r e a s e  in UAAL inc luded  s o m e  of t h e  usua l  s u s p e c ts :  bene f i t  i n c r e a s e s  in th e  late 
1990s and  poo r inve s tm en t re tu rns , in addition, u n d e r  the plan, tier-one m em b e r s  w e re  g u a r a n t e e d  
a  minimum 8% on the ir regu la r  a c c o u n t  a s s e t s  r e g a rd le s s  o f a c tu a l  inv e s tm en t  re tu rn s  e a r n e d  by the  
sy s tem , and  in 2001 an d  2002, like m o s t  o th e r  funds, the sy s tem  gene ra!  ;d  n ega t iv e  re turns.

In 2003, the  s ta t e  in.bated a  n u m b e r  of re fo rm s to O PER S , including:

• Modernizing the  mortality t a b l e s  and  requiring regu la r up d a te s ;
• Shifting fu ture em p lo y e e  contr ibu tions to a  def ined  contr ibu tion plan;
• Convert ing the  annu a l  8% g u a r a n t e e d  ra te  of return to a n  a s s u m e d  8% to b e  rece iv ed  over  

the  leng th  of m em be r s '  se rv ice ;
• Temporarily su s p e n d in g  fu tu re  co s t  o f living in c r e a s e s  for re t i r e e s  in cer ta in  in s ta n c e s ;  a nd
• Creat ing  a  new, m o re  inde<- ont, re t i r em en t  s y s tem  board,

In additi n, for n ew  em p lo y e e s  h ired  after Aug. 29, 2003, th e  s t a t e  c r e a te d  a  n ew  re t iremen t plan 
called  the O regon  Public S e rv ic e  R e t i r em en t  Plan, which inc ludes  bo th  de f in ed  benefit  a n d  defined 
contribution co r ponen ts .  E m p loy e r  contr ibu tions fund the de f ined  benefit  plan, a n d  em p loy e e  
contr ibu tions fund th e  de f ined  contribu tion plan.

The legislative c h a n g e s  to O P E R S  re su l ted  in ar. e s t im a te d  reduc tion  in th e  s ta te 's  UAAL to $2.2 
billion from $4.6 billion. A n u m b e r  of lawsuits  h ave  b e e n  filed cha l leng ing  s o m e  of th e  O P E R S  
c h an g e s .  The s ta te  in tends  to  con t inu e  to d e fe n d  the  ch a l lenge s .  In O c to b e r  2003, the  s ta t e  sold $2 
billion of GO  PO B s  to further r e d u c n  its UAAL. The  prelim inary re su l ts  of t h e  O P E R S  2003 actuarial 
valuation repo r ted  the  p en s io n  s y s t e m ’s  funded  ratio a t  a bou t  97%. Em p loye r contribution ra te s  
u n d e r  the va luation s h ow ed  a n  in c r e a s e  to 18.27% from 9.96%.

W e s t  V irg in ia .
T he  W es t  Virginia T ea ch e r s '  R e t i r em en t  S y s tem  (TRS) is a  multiple-employer, de f ined  benefit plan 
for 55 county schoo l  sy s tem s ,  cer ta in  s ta te  h ighe r e duca t ion  em p loy e e s ,  a n d  the s ta t e  b o a rd s  of 
educa t io n  an d  h ighe r educa t ion .  T h e  s ta te  p rov id es  substan tia l ly  all funding for ihe  sy s tem . TRS  h a s  
o c cup ied  the  _ j t t om  rung a m o n g  s t a t e  p lan s  in t e rm s  o f funded  ra t ios fur s o m e  time. As of July 1, 
2003, the funded  ratio w a s  19%, a n d  th e  UAAL w a s  $5.1 biliion. The  s ta t e  s u p r em e  court h a s  ruled 
tha t the  UAAL of TR S  is a uublic  debt, a nd  h a s  requ i red  the s ta te  to fund TR S  in a n  actuarially 
s o u nd  m anner. This r e q u i rem en t  en ta i l s  the elim ination of the  UAAL over a  40-year period beginn ing 
July 1, 1934, en ab l ing  TRS  to m e e t  c a s h  flow requ i rem en ts  to fulfill fu ture ob liga t ions to m em be rs .

While for a  n um b e r  o f y e a r s  W e s t  Virginia h a s  a t t em p te d  to c le a r  th e  w ay  to i s s u e  a  POB to help 
lower or e l im inate th e  UAAL in T R S  an d  o th e r  s t a t e  funds, its efforts h a v e  b e e n  b locked by legal 
i s su e s ,  including the  re qu i rem en t  for vo te r  approval .  If bonding is not a n  option, the  s ta t e  m ay  h ave  
to  p u rs u e  o th e r  a v e n u e s  to c u r e  its p en s io n  ills.

m Looking Ahead
S t a t e s  a re  und e r  vary ing d e g r e e s  of p r e s s u r e  to fund th e  bu rgeon ing  liabilities of their p en s io n  sy s tem s. 
T n e  c om m on  th em e  lies in d eve lop ing  s t r a te g ie s  to m a n a g e  inc rea s ing  contribu tion ra t e s  at a  time 
w h e n  o the r  d em a n d s  a r e  consp i r ing  to b re a k  the budge t:  growing hea l th  care , educa tion , and  security  
c o s t s  to n am e  a few. Op tion s  to r e d u c e  p ens ion  liabilities or e v en  slow their growth, a n d  thus m od e ra te  
contribution ra tes, a r e  few an d  u sua l ly  difficult lo bring to fruition. Even  with a d e q u a t e  inv e s tm en t 

, re tu rns , the  p en s ion  funding p rob lem  will b e  in th e  forefront for at l e a s t  a  few m o re  yea rs ,  and  poss ib ly  
N * m u c h  longer if the m a rk e t s  don't c o o p e ra t e .  As if p en s io n  liabilities w e re  no t e n o u g h  to hand le , s la t e s  

a n d  o the r  g o v e rnm en ts  will s o o n  h a v e  to dea l  with funding i s s u e s  re la ted  to liabilities from O ther  
P o s tem p loym en t  Benefi ts  (OPEB)-large ly  retiree hea l th  c a r e  co s ts .  T he  GASB h a s  e s ta b l i s h ed  new  
a ccoun t ing  rules for report ing on  O P E B  liabilities. (For further information, s e e  repo rt  titled "Reporting  &



" '

Credit Implications of GASB 45 S ta t em e n t  on O th e r  P o s tem p lo ym en t  Benefi ts ,’ pub l i shed  Dec. 1, 2004, 
o n  Ratir igsDirect.) Both p en s io n  a n d  O P E B  liabilities will a c t  to c ons t ra in  ra t ings ov e r  t h e  fo r e s e e a b l e

.future. — ---------------- "
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Research: Pension Obligation Bonds: Wert They A Good Bet?

P u b li c a t io n  d a te : 0 8 -N o v - 2 0 0 1
C re d it  A n a ly s t :  P a n y  Y o u n g , N e w  Y o r k  ( 1 )  2 1 2 - 4 3 8 - 2 1 2 0 ;  S te v e n  J  M u rp h y , N e w  Y o r k  ( 1 ) 2 1 2 - 4 3 8 - 2 0 6 6

W h a t  d o  th e  v o la t i l i t y  in  e q u ity  p r ic e s  and  th e  d e c lin e  in  m a r k e t  in d ic e s  o v e r  th e  pa st y e a r  c r tw o  m e a n  f o r  
th e  s e c u r i ty  o f  p u b lic  p e n s io n  in v e s tm e n ts  a n d , fu r t h e r ,  w h a t is  th e i r  e f f e c t  o n  th e  s t ra te g y , u sed  b y  a 
n u m b e r  o f  g o v e rn m e n ta l p e n s io n  s p o n s o rs  o v e r  th e  la s t  d e c a d e , o f  s e l l i n g  p e n s io n  o b lig a t io n  b o n d s  to  fu n d  
th e  u n fu n d e d  li a b i l i t y  o f  t h e i r  p e n s io n  fu n d s ?  S p e c i f i c a l ly ,  g iv e n  th e  c u r r e n t  a n d  e x p e c te d  m a rk e t  
c o n d i t i o n s ,  w a s  th e  P O B  s t r  te g y  a  g o o d  id e a  a n d , i f  s o ,  d o e s  it  s t i l l  h a v e  v a l id i t y ,  and  d o e s  th is  te c h n iq u e  
r e p r e s e n t  a  v ia b le  o p p o r tu n i ty  f o r  g o v e rn m e n ta l s p o n s o rs  w h o  m a y  f in d  th e m s e lv e s  w re s t lin g  w ith  
u n fu n d e d  li a b i l i t i e s  a ;  a  re s u lt  o f  th e  d e c lin e s  in  e q u ity  p e r fo rm a n c e ?

Brief H istory

W h i le  a  fe w  P O B s  w e re  d o n e  in  th e  19 8 0 s ,  th e y  r e a l ly  c am e  in t o  th e i r  o w n  in  th e  1 9 9 0 s  w ith  m o r e  th a n  $  10  
b i l l i o n  b e in g  s o ld . O v e r  the  la s t  tw o  y e a r s , o n ly  a fe w , r e la t i v e ly  s m a l l ,  P O B s  h a v e  b e e n  f lo a t e d . T h e  
a v e r a g e  p r in c ip a l am ou n t f o r  P O B s  ra n g e d  f r o m  S 1 0 0  m i l l i o n  to  5 3 0 0  m i l l i o n  w ith  a fe w  e x c e e d in g  S I  
b i l l i o n  o r  m o re . M o s t  P O B s  is s u e d  to  da te  h a v e  b e e n  g e n e ra l o b l ig a t io n  o r  g e n e ra l fu n d  s e c u re d , 
c a p i t a l i z in g  o n  th e  c re d it  q u a li ty  o f  th e  p e n s io n  s y s te m ’ s s p o n s o r .

T h e  P O B  E x p e r i e n c e  T h r o u g h  2 0 0 0

W i t h  th is  k in d  o f  d e b t in s tru m en t , t im in g  is  v e r y  im p o r ta n t  a n d  is s u e rs  o f  P O B s  in  the e a r ly -  to  m id - 1 9 9 0 s  
c o u ld  n o t  h a v e  h ad  b e tte r t im in g . W h i le  p u b lic  p e n s io n  fu n d s  d u r in g  th e  1 9 9 0 s  w e re  b o o s t in g  th e i r  a v e r a g e  
a l lo c a t i o n s  in  d om e s t ic  e q u it ie s  f r o m  3 3 %  to  a lm o s t  5 0 % ,  th e  re tu rn s  o n  th is  a ss e t c la s s  w e re  su s ta in e d  a t 
le v e ls  w e l l  a b o v e  th e  h is to r ic a l e x p e r ie n c e . T h e  a v e ra g e  a n n u a l in c re a s e  in  the  S & P  5 0 0  in d e x  f o r  the  10  
f i s c a l y e a r s  e n d ed  J u n e  3 0 , 2 0 0 0  (m o s t  p u b lic  p e n s io n  fu n d s  h a v e  J u n e  f i s c a l y e a r s ) ,  w a s  a lm o s t  1 6 % , 
c o m p a re d  t o  a  h is to r ic a l a v e ra g e  o f  a b o u t 1 0 % . T h e  f i v e - y e a r  t o t a l p o r t f o l i o  re tu rn  f o r  p u b lic  fu n d s  h as 
a v e ra g e d  m o re  th a n  1 3 % . T h e s e  p e r fo rm a n c e s  s h o u ld  b e  v ie w e d  in  th e  c o n te x t  o f  a v e ra g e  in v e s tm e n t 
r e tu rn  a s s u m p t io n s  f o r  p u b lic  p e n s io n  s y s tem s  o f  o n ly  a b o u t 8 % .

F o l lo w in g  th e  is su an c e  o f l O B s  to  in c re a s e  th e  fu n d in g  s ta tu s  o r  to  f u l l y  fu n d  a  s y s tem , th is  e x c e s s  re tu rn  
p h e n o m e n o n  c o u ld  e a s i ly  r e s u lt  in  fu n d e d  ra t io s  g re a t ly  e x c e e d in g  1 0 0 % .  H o w e v e r ,  in  Lhat a c tu a r ia l ly  
fu n d e d  p e n s io n  s y s tem s  tend  t o  b e  s e l f - b a la n c in g ,  th is  o v e r fu n d in g  u n b a la n c e  w o u ld  h a v e  b e e n  c o r re c te d  
b y  a c t io n s  ta k e n  to  a f fe c t  e i t h e r  th e  p e n s io n  fu n d 's  a ss e ts  o r  l i a b i l i t i e s ,  o r  b o th . In  th ese  c ir c u m s ta n c e s , 
p e n s io n  fu n d  s p o n s o rs  w o u ld , u p o n  th e  re c o m m e n d a t io n  o f  th e i r  a c tu a r ie s ,  d e c re a s e  o r  te m p o r a r i ly  
e lim in a t e  p e n s io n  c o n t r ib u t io n s  (c o n t r ib u t io n  h o l i d a y ) ,  th u s  s lo w in g  th e  g ro w th  o f  a sse ts . O n  the  l i a b i l i t y  
s id e , s om e  s p o n s o rs  m ad e  the  d e c is io n  to  im p ro v e  e m p lo y e e  b e n e f i t s ,  in s ta n t ly  in c re a s e d  l i a b i l i t i e s  b u l a ls o  
b a la n c in g  o v e r fu n d in g . R e g a rd le s s  o f  h o w  th e  " p r o b le m "  o f  o v e r fu n d in g  w as m an a g e d  b y  s p o n s o rs  o r  
p e n s io n  fu n d s  th a t u s ed  P O B s  p r i o r  lo  f i s c a l 2 0 0 0 ,  P O B s  p r o d u c e J as  p ro m is e d , an  e c o n o m ic  b e n e f i t  an d  
in  m o s t c a se s  it w as  su b s tan t ia l.
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F o r  th e  f i s c a l y e a r  e n d ed  J u n e  3 0 . 2 0 0 1 ,  th e  S A P  5 0 0  d e c lin e d  1 5 .8 %  (.and  f e l l  a  fu r th e r  1 5 %  in  th e  n e x t 
q u a r t e r ) ,  w h ic h  w a s  its  w o rs t  p e r fo rm a n c e  s in c e  f i s c a l  1 9 8 2 . T h is  f i s c a l 2 0 0 1  re s u lt  f o l lo w e d  th e  b e lo w - 
a v c r a g e  p e r fo rm a n c e  o f  p o s i t i v e  6 %  f o r  f i s c a l 2 0 0 0 .  F o l lo w in g  tw o  d e c ad e s  o f  a b o v e - a v e ra g e  e q u it y  
r e t u rn s ,  it is  p ro b a b le  tha t th e s e  re tu rn s  w i l l  a p p ro a c h  th e  h is to r ic a l p a tte rn  g o in g  fo rw a rd .

W h i le  a  lo n g - te rm  e n v iro n m e n t  o f  w e a k  in v e s tm e n t re tu rn s  w i l l  lo w e r  p e n s io n  fu n d in g  le v e ls ,  it m a y  be  
p r e m a tu r e  f o r  is s u e rs  o f  P O B s  an d  p e n s io n  fu n d s  in  g e n e ra l to  a d ju s t  in v e s tm e n t e x p e c ta t io n s  b a s e d  o n  th e  
m o s t  re c e n t  re s u lt s . A s  m o re  d a ta  b e c om e  a v a i la b le ,  i f  i t  is  a p p a re n t th a t a  trend  is  d e v e lo p in g , s o m e  
r e e c t i v e  c h a n g e s  m a d e  b e  n e e d e d  R e g a rd le s s  o f  th e  c a u s e s , a n y  in v e s tm e n t  u n d e rp e r fo rm a n c e  o v e r  an  
e x te n d e d  p e r i o d  o f  t im e  w i l l  le a d  to  a c tu a r ia l lo s s e s  a n d  n e w  u n fu n d e d  li a b i l i t i e s ,  re s u lt in g  in  th e  n e e d  to 
in c r e a s e  c o n t r ib u t io n  ra te s  to  b r in g  th e  s y s te m s  b * c k  in t o  b a la n c e  I t  s h o u ld  b e  k e p t  in  m in d  th a t s u c h  a 
n e e d  w o u ld  b e  in  sh a rp  c o n t ra s t  t o  re c e n t  y e a r s ,  w h e n  \  d e c re a s e  in  th e  n e e d ed  c o n t r ib u t io n  ra te s  a c tu aU y  
p r o v id e d  b u d g e ta ry  f l e x i b i l i t y  f o r  fu n d  s p o n s o rs . M a n y  fu n d s  n o w  u se  s m o o th in g  m e th o d s  f o r  a c tu a r ia l 
p u rp o s e s  in  v a lu in g  a sse ts  to  s p re a d  in v e s tm e n t  g a in s  a n d  lo s s e s  o v e r  u p  t o  f i v e  y e a r s . T h is  p ra c t ic e  w o u ld  
te m p e r  th e  e f fe c t s  o f  th e  f i s c a ls  2 0 0 0  a n d  2 0 0 1  in v e s tm e n t  re tu rn  e x p e r ie iK e . W i t h  f i v e - y e a r  s m o o th in g , f o r  
e x a m p le ,  o n ly  2 0 %  o f  the  f i s c a l 2 0 0 1  lo s s e s  w o u ld  b e  in c lu d e d  in  th e  J u n e  3 0 , 2 0 0 1  v a lu a t io n , w h ic h  
w o u ld  s t i l l  b e  ta k in g  in to  a c c o u n t  p r i o r  y e a r  g a in s  a s  f a r  b a c k  as  1 9 9 7 .

N o  m a t t e r  h o w  s p o n s o r s  w h o  u t i l i z e  a  P O B  s t ra te g y  c h o o s e  to  m a n a g e  th e i r  a c tu a r ia l g a in s  f r o m  th e  e x c e s s  
in v e s tm e n t  re tu rn s  fo l lo w in g  P O B  s a le s  G o w e r  c o n t r ib u t io n s  o r  in c re a s e d  b e n e f i t s ) ,  m o s t  a re  l i k e ly  s t i l l 
f u l ly  fu n d e d , a lb e i t  w ith  a lo w e r  c u sh io n . In  a lo n g - t e rm  lo w e : re tu rn  e n v iro n m e n t  w ith  d e c lin in g  fu n d in g  
le v e ls ,  th o s e  s y s te m s  th a t h a v e  t a k e r  th e  b u lk  o f  th e i r  e x c e s s  fu n d in g  o u t o f  th e i r  P O B  s t ru c tu re  m a y  see 
t r o u b le  a h e a d .

F o r  e x a m p le ,  s a y  a s ta te  s o ld  P O B s  in  1 9 8 5  w ith  a  3 0 - y c a r  a m o r t iz a t io n  t o  fu l ly  fu n d  its re t i r e m e n t  s y s tem  
an d  h a d  a v e r a g e  a n n u a l in v e s tm e n t re tu rn s  o f  1 2 %  a g a in s t  its  in v e s tm e n t a s s u m p t io n  o f  8 % .  H ow re v e r , 
in s te a d  o f  p e rm it t in g  th e  n a tu r a l in c re a s e  in  th e  fu n d e d  r a t io  tha t th e s e  c o n d it io n s  w o u ld  h a v e  c a u s e d , the 
s ta te  m a n a g e d  its  fu n d in g  r a t io ,  t h r o u g h  c o n t r ib u t io n  h o l id a y s  an d  b e n e fit  im p ro v e m e n ts , t o  m a in ta in  the  
ra t io  a t a : iu n d  1 0 0 % . I f  w e  a re  in  fa c t h e a d in g  in t o  a lo w e r  re tu rn  p e r io d  (th e  a v e ra g e  a n n u a l in c re a s e  in  
the S & P  5 0 0  f o r  th e  1 6  y e a r s  f r o m  1 9 6 6  to  1 9 8 2  w a s  a  m e a g e r 2 . 7 % ,  f o r  e x a m p le ) ,  th e  s ta te  m a y  h a v e  
a lr e a d y  re a p e d  a l l  its  g a in s  f r o m  the  tr a n s a c t io n  s t ru c tu re  and  b e  h e a d e d  f o r  lo s s e s . I f  a c tu a r ia l lo s s e s  s ta rt 
to  b e  in c u r r e d ,  c o n t r ib u t io n s  w i l l  h a v e  t o  in c re a s e . I f  re tu rn s  f a l l  b e lo w  th e  in te re s t c o s t o n  it s  P O B  th a t  w i l l  
m e a n  th a t th e  P O B  w i l l  h a v e  b e c o m e  a n e t f i n a n c ia l d ra in , if  in v e s tm e n t y ie ld s  f a l l  b e lo w  P O B  in te re s t  
c o s t , t o t a l d e b t s e rv ic e , in c lu d in g  tha t o n  th e  P O B ,  p lu s  n o rm a l a n d  n e w  u n fu n d e d  a c tu a r ia l a c cm e d  l i a b i l i t y  
(d u e  t o  lo w  re t u rn s )  c o n t r ib u t io n s , w i l l  n o w  b e  h ig h e r  th a n  i f  the  P O B  h ad  n o t b e en  s o ld . T o  ju d g e  th e  f u l l  
e f f e c t  o f  a P O B ,  h o w e v e r ,  a n y  fu tu re  lo s s e s  h a v e  to  b e  w e ig h ed  a g a in s t p r i o r  p e r io d  g a in s . W ith  a P O B ,  its  
u lt im a t e  s u c c e s s , o r  f a i lu r e ,  c a n  o n ly  b e  ju c _ ,e d  at i t s  f i n a l m a tu r ity  is  a p p ro a c h e d  T h e  f in a n c ia l d y n a m ic s  
m a y  b e  a  w in n in g  fo rm u la  f o r  2 5  y e a rs , f o r  e x a m p le ,  and  th en  a lo s in g  o n e  in  th e  la s t  f i v e  y e a r s  ( o r  v ic e  
v e r s a ) .

P O B i  G o i n g  F o r w a r d

S ta n d a rd  &  P o o r 's  fa c to r s  th e  e f f e c t s  o f  a p e n s io n  o b l ig a t io n  b o n d  s tra te g y  in to  th e  lo n g - te rm  ra t in g  o f  the  
s p o n s o r .  S ta n d a rd  &. P o o r 's  h a s  v ie w e d  P O B s  as  a s t ra t e g y  f o r  s a v in g s  o n  c a n y in g  c h a rg e s  a s  lo n g  as  th e  
t r a n s a c t io n  w a s  s tru c tu re d  c o n s e r v a t iv e ly  a n d  th e  a s s u m p t io n s  w e re  r e a s o n a b le  a n d  a t ta in a b le . T h is  re q u ire s  
a c le a r  f i n a n c in g  p la n  in c lu d in g  re a s o n a b le  a s s u m p t io n s  and  m a n a g e a b le  le v e ra g e . P ru d e n t e x p e c ta t io n s  f o r  
in v e s tm e n t  re tu rn s  a n d  th e  c a u t io u s  u se  o f  re s u lt a n t  s a v in g s  h e lp  in s u re  a  P O B 's  su c c e s s . A n o t h e r  p o s i t i v e  
fa c t o r  f o r  a  P O B  is ,  o f  c o u rs e , t o  b e  fo r tu n a te  e n o u g h  to  s e l l  th e  b o n d s  in  a lo w  in te re s t  ra te  e n v ir o n m e n t , 
th e re b y  in c r e a s in g  th e  s p re a d  b e tw e e n  in te re s t  c o s t s  a n d  in v e s tm e n t re tu rn  e x p e c ta t io n s  and  lo w e r in g  th e  
r i s k  o f  u n d c rp e r fo rm a n c e . T h e  lo n g - te rm  e x p e c t a t io n s  f o r  in v e s tm e n t  re tu rn s  h a v e  n o t  y e t  c h a n g e d  b e c a u s e  
o f  th e  r e c e n t  r e t u rn  e x p e n e n c e  o r  c u r re n t  e c o n o m ic  a n d  p o li t ic a l c o n d it io n s  and  p u b li c  fu n d s  w i l l  r e ly  o n  
d iv e r s i f i c a t i o n  o f  in v e s tm e n ts  lo  m a in ta in  n e c e s s a r y  to ta l re tu rn s . T h u s , a  s o u n d  P O B  p la n  to d a y  s h o u ld  be  
a s  v i a b le  as it w a s  1 0  y e a r s  a g o . T h e  2 0 0 0  P u b lic  P e n s io n  C o o rd in a t in g  C o u n c i l S u r v e y  o f  S t: te  and  L o c a l
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Pub lic  p en sion  p lan  co s ts  a re  becom ing  a b igger d ra in  on U .S . state and  loca l 
g ove rnm en t re so u rc e s . M any state a n d  loca l g ove rnm en ts h a v e  been  hit particu la rly  
h a rd  in the p ast s e v e ra l y e a rs  a s  they  s trugg le  with the ir w orst deficits in d e c a d e s .

W h ile  cu rren t g ove rnm en t em p lo y e e s  watch the ir pension  and  o ther p ost-re tirem en t 
b en e fit contribu tions rise  sh a rp ly , a g row ing num ber o f  retired em p lo y ee s  a re  becom ing  
c o n c e rn ed  abou t the fu tu re o f  the ir ow n  p en s ion s .

A s th e  va riou s  g ove rnm en ta l ju risd ic tion s  dec ide  how  they will ra ise  the m oney  n eed ed  
to  fu n d  th e se  m ounting benefit ob lig a tion s , and  how to  *arget the root c a u se  o f  the 
fund ing  gap , S ta n d a rd  & P oo r's  R a tin g s S e rv ic e s  is taking a  c lo s e r lo o k  at p en s io n  and 
o th e r p o s t-em p loym en t benefits (O P E B ) issu es . This article e x am in es  th e  credit 
im p lica tions o f  p en s ion  benefit and  O P E B  ob lig a tion s and how  accoun tan ts  a re  revisiting 
the w ay  m un ic ipa lities can  b e s t re flec t the tru e  benefit ob ligations.

■ C r e d i t  Im p l i c a t i o n s
W h e n  S tand a rd  & P o o r's  cred it an a ly s ts  dete rm ine the credit im p lications o f  pub lic 
p en s io n  ob lig a tion s , they lo o k  at th e s e  liabilities in the light o f  an e m p lo y e rs  to ta l debt 
s truc tu re  with an  e y e  tor w hat the c o n s e q u e n c e s  m ay be on the em p loye r's  ab ility to 
p a y  deb t se rv ic e  in m eeting  th e se  bene fit ob liga tions .

“ W e  want to  have a re a son ab ly  cu rren t accounting o l the retirem ent sy s tem 's  funding 
s ta tu s , and an  understand ing  o f h ew  the  em p loy e r p lans to m anage th e se  liabilities," 
sa id  S tand a rd  & P o o f s  c red it an a ly s t P a r ry  Y oung . "P en s ion  liabilities he lp  sh ap e  an 
e m p lo y e r s  cred it p ro file , and  the m agn itude o f  the cu rren t ch a llenge fo r s om e  cou ld  
con tribu te to rating d ow ng rade s . W h ile  som e  p rev iou s ly  w e ll-funded  p la n s  a re  in a 
b e tte r position  to h an d le  the  new  liabilities d riven  by p oo r investm ent re tu rn s and 
b en e fit en h an cem en ts , m ost p lan s an d  thai • sp on so rs  a re  betw een a rock an d  a hard  
p la c e ,"  Mr. Y oung  sa id

O th e r than  fac ing  th e  m usic and  inc reasing  contribu tions, the options fo r  em p lo y e rs  
with in c re a sed  un funded  liabilities to  m ake significant funding p ro g re ss  a re  v e ry  
lim ited O n  the liability s ide o f  the led ge r, reducing benefit le ve ls , w hich w ou ld  low er 
liabilities, is v e ry  difficu lt to a c c om p lish  and frequen tly  constitu tionally proh ib ited .

F o r e x am p le , in the  sta te  o f O reg on 's  reh re rnen t system , m em ber accoun ts  w e re  
c red ited  with a m in im um  8%  an n ua l retu rn  ev en  if the  fund's m arket g a in s  fe ll be low  
tha t leve l. T he sta te  is trying to  re fo rm  this a n d  certa in  other fea tu res  o f  the sy s tem , 
w hich w ou ld  red uce  th e  sy s tem 's  to ta l liability by b illions o f d o lla rs . T h e s e  ch an g es  
w ou ld  be te s ted  in th e  courts .

C hang ing  ac tu a ria l a ssum p tion s  cou ld  a ls o  re su lt in d e c re a sed  liabilities; h ow eve r, the 
t re n d s  a ffec ting  s om e  o f the m a jo r a ssum p tion s  a re  going in the  w rong d irection . For 
e x am p le , with em p lo y e e s  g en e ra lly  living longe r, d em ograph ic assum ption  ch ang es  
u su a lly  se rv e  on ly  to in c re a se  liabilities S om e  sp on so rs  h ave  d e la yed  the 
im p lem en ta tion  o f updated  m orta lity  tab le s , but this on ly  d e la y s  the inev itab le  impact 
on liabilities.

O n  the a sse t side , b e ca u se  o f  the w e a k  investm ent p e rfo rm an ce  ove r the last s e v e ra l 
y e a rs , the ups id e  poten tia l .'o r h igher investm ent return assum p tion s is ra ther slim .
T he  on ly  recen t ch an g e s  to in vestm en t return assum ption s h ave  been  dow nw ard  
ad ju stm en ts , which again  in c re a se s  liabilities,

A n o th e r option fo r sta tes is to  d e fe r o r ad just contributions In m any c a s e s , h ow eve r,
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t l.e  s ta te s  m ust m ake  the fu ll paym ent. P a rt ia l p aym en ts may be p oss ib le  in an y  one 
y e a r , but anyw he re  from  7 0 %  to  9 0 %  o f  em p loy e rs  g en e ra lly  m ake the fu ll a d u a n a lly  
req u ired  contribu tion . Illino is h as a continuing app ropriation : once the ac tua ry  dec id es 
on  the  rate , th e  state has to m ake that contribution. In seve ra l C a lifo rn ia  coun ties , if 
th e  b o a rd  o f su p e rv iso rs  d o e s  not m a ke  the contribu tion set by the actuary , th e  
coun ty 's  independen tly  e lec ted  aud ito r m ust take  ava ilab le  county funds and p la ce  
th em  in the pen s ion  tru st fund.

“ I f  s  a  pretty* strong  m echan ism ." Mr. Y oung  sa id . “Omitting o r reducing contribu tions 
m a y  be a sh o rt-te rm  budgeta ry  fix, but it d o e s  not s o lv e  the unfunded liability 
p ro b lem ."

■ T h e  P e n s i o n  O b l ig a t i o n  B o n d  S o lu t i o n
A no th e r so lu tion  to fund ing p en s ion s is fo r s ta te s  to issu e  pension ob ligation b ond s 
(P O B s ) ,  the p ro c e ed s  o f which are  u sed  to fund  the p lan  and reduce the liability.

“ B u t you  a re  le ft with a  bond on  you r b a lan ce  sh ee t,"  Mr. Young said . "T he  p rim ary 
risk  is that y o u  do not ach ieve  a high en ough  investm ent return to c o ve r the P O B  debt 
s e rv ic e  cost o r  the ac tua ria l investm ent retu rn  assum ption , in which c a se  the sh o rtfa ll 
re su lts  in new  un funded  liabilities. U n d e r this scen a rio , which has been th e  expe rie n ce  
o v e r  the p a s t s e v e ra l y e a rs , P O B  is su e rs  a re  incurring new unfunded liabilities, and 
h ig h e r contribution ra te s  re la ted  to that, on  top  o f  the additional e xp en se  o f P O B  debt 
s e rv ic e ,"  he ad d ed .

O v e r  the long -te rm , a  PO B  m ight still be a w o rkab le  so lu tion , but in the sh o rt-te rm , 
th e y  m ay add to  fisca l s tre ss , acco rd ing  to Mr. Y oung . A num ber o f  C a lifo rn ia  issu e rs  
that issu ed  P O B s  in th e  1 9 9 0 s  expe rie n ced  p o o :  re tu rns, enhanced bene fits , and  
a d v e rs e  leg a l d ec is ion s , h ave  rea ch ed  reduced  funding leve ls to the point w he re  they 
a re  issu ing  P O B s  aga in . H undreds o f m illions o f  P O B s  have been  so ld  s ince  M ay 
2 0 0 2 , m ain ly by C a lifo rn ia  coun ties , a lon g  with m ore  than $ 1 5  billion during th e  1 9 9 0 s . 
S e v e ra l la rg e  P O B  is su e s  a re  p lann ed  o r  h ave  b een  com p le ted , including one by 
Illino is fo r $ 1 0  billion.

■ T h e  E v o lu t i o n  o f  P e n s i o n  A c c o u n t i n g
P e n s io n  accoun ting  h a s  been  dorm ant fo r m any yea rs , but the w eak ec on om ic  
cond it io n s  a re  bringing it to light again , acco rd ing  to  S tandard  & P oo r's  C h ie f 
A ccoun tan t N en  B ukspan . W orldw ide , accoun ting  standa rd  sette rs , including the 
G o v e rn m en t A ccoun ting  S ta n d a rd s  B o a rd  (G A S B ), the U .S . F inancia l A ccoun tan ts 
S ta n d a rd s  B o a rd , the In te rnationa l Accounting S ta n d a rd s  Boa rd  (IA SB ), and  the U .K . 
A ccoun ting  S ta n d a rd s  B oa rd  h ave  all a n n ounced , o r a re  in the p ro c e ss  o f  d ec la ring  
n um e rou s  s tanda rd -se tting  activities re la ted  to accoun ting  for pension  and  O P E B s , 
inc lud ing  c h an g e s  to the requ ired  d isc lo su re s

F o r  ex am p le , the IA SB  will dec ide w he th e r "sm ooth ing ." a fea tu re that m a ke s  it ap p ea r 
th a t a c om p an y  is expe rienc ing  gains w hen  they  a re  actua 'ly  record ing lo s s e s , is 
a c c e p ta b le  B y 2 0 0 5 , a ll EU -lis ted  com pan ie s  a re  requ ired  to adop t In te rnationa l 
A ccoun ting  S ta n d a rd s , and expec ted  to re flec t p en s ion  and O P E B  ob ligations and  
re la ted  a ss e ts .

T h e  recen tly  issu ed  G A SB  O P E B  E xp o su re  is im portan t b ecause  O P E B  liabilities 
p re v io u s ly  w e re  not requ ired  to be re flec ted  a s  an  ob ligation by g ove rnm en ta l equity . 
H ow eve r , once  the ex p o su re  d ra ft is fin a lized , accoun ting  fo r O P E B s  w ill substan tia lly  
c o n fo rm  to the accoun ting  for p en s ion s P en s io n  and O P E B  ob ligations a re  difficult for 
a n a ly s ts  to  m on ito r due to  the inherent uncerta in ties a ssoc ia ted  with the estim ation  
p ro c e s s , the com p lex ity  and in con s is tency  o f  the app licab le  accounting m ode ls , and  
th e  lack  o f su ffic ien tly  robust and  tim ely d isc lo su re s

T o  com p lic a te  m atte rs , em p lo y e rs  u se an  asso rtm en t o f  p lans, defined  ber, .fit, 
d e fin ed  con tribu tions , in su ran ce con trac ts , p ay -a s -y ou -g o , s ing le -em p loye r and 
m u ltip le -em p lo y e r a rran g em en ts , o r an y  com b ina tion  o f  these  p rog ram s.

T h e  fund ing req u irem en ts  a ls o  ch ange ; th e  g ove rnm en t dictates som e  and loca l 
fund ing  re g u la to rs  d ictate o th e rs . "M any tim es th e  ac tua l funding to a p lan  cou ld  
e x c e e d  the m in im um  funding ru les , and d iffe ren t ju risd ic tions have d iffe ren t ob jec tive s

h ltp ;//w w w .ra lingsd irec t.com /A pps/RD /con tro llf;r/A riic le? id=319879& type=& ou tpu lT ype=p riiit 2 /1 7 /2 0 0 4
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w hen estab lish ing  the m in im um  fund ing requ irem en ts ." Mr B u ksp an  sa id

U n like pen s ion s , O P E B s  are g en e ra lly  funded  on  a p ay -a s -y ou -g o  bas is , which h a s  a 
cash  s tream  tha t is v e ry  d iffe ren t from  a p re -fund ing  cash  stream . H ow ever, c a sh  
ou t la y s , even in a p ay -a s -y ou -g o  p rog ram , can  b ecom e  ex ten s iv e , particu la rly  
b e c a u s e  o f  e a r ly  retirem ent and  dow nsizing .

D ue  to the chang ing econom ic  c ircum stances , s p o n s o rs  are revisiting the ir p en s ion  
a ssum p tion s , curtailing bene fits  in m any c ircum stances , and  revisiting fund ing n eed s 
and  po lic ies T h e r e  a re  n ea r-te rm  liquidity im p lica tions, a s  ev id enced  by p en s ion  
ob ligation  bond issu an ce , sa le  o f  n on c o re  a sse tu , and contribu tions o f  n on co re  a s s e ts  
to the  pension  p lan s ,"  sa id  M r Bukspan .

A lthough p lan su rp lu s e s  m ay be bene fic ia l from  a  credit p e rsp ec tive , th e y  c ann o t be 
v iew ed a s  cash  equ iva len ts , s ince the em p loy e r's  practica l ability to  tap th em  d irectly 
is g en e ra lly  lim ited.

In its ana ly s is , S tand a rd  & P o o r 's  c o n s id e rs  the ability o f  an  entity to ac tua lly  u se  the 
su rp lu s , w hether o r  not it is re flec ted  in its fin anc ia l s ta tem en ts . D epend ing  on the 
lo ca l law s, when a su rp lu s  ex is ts , the em p loy e r can  curtail contribu tions, o r  m ay u se  a 
portion  o f the su rp lu s  to  fund  o th e r b ene fits . An em p lo y e r m ay a ls o  be a b le  to en rich  
p en s ion  benefits in lieu o f  w cge  in c re a se s  and  fund  downsizing  th rough  e a r ly  
re tirem en t p rog ram s.

F o r  pub lic p en sion  funds, an y  " e x c e s s "  funding a d van ta g e s  H ow to  a sp o n so r th rough  
the p en s ion  contribution m ech an ism  in th e  fo rm  o f  low e r o r tem po ra rily  om itted  fu tu re 
contribu tions ("contribu tion  h o lid ay s"). L aw s and  regu la tion s do not a llow  s p o n s o rs  to 
d irectly rem ove  such  e x c e s s  fund s from  a  p en s ion  trust fund.

■ The Fu tu re  o f  Pu b lic  P e n s io n  P lan  S c ru tin y
F o r S tanda rd  & P oo r's , th e  ch a llen g e  is —  as it a lw ays h a s  b een  —  to co lle c t the m ost 
ac cu ra te  in form ation p o ss ib le  ab ou t the poten tia l im p lica tions o f a b e i.e fit p lan  on  the 
entity's financia l position  and  cash  flow  to understand  the poten tia l e x p o su re  invo lved . 
S tand a rd  & P oo r's  will be paying c lo s e  atten tion to  ac tua l and  poten tia l liabilities and  
ca sh  flow  requ irem en ts o f  sta te  and  lo ca l g ove rnm en ts  arising from  p en s io n  and  o th e r 
p os t-em p loym en t bene fits

B y  W ill S is s
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February 25, 20^5

Representative Mike Hawker 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801-1182

Re: Pension Obligation Bond (POB) Analysis for PERS/TRS

Dear Representative Hawker:

As we discussed at our last meeting in Juneau, wc arc pleased to present you with our analysis of several options 
available to the State to improve the financial condition o f  PERS and TRS. We at UBS would welcome the 
opportunity to work with you in crafting the most appropriate strategy to accomplish this goal, including the use of 
pension obligation bonds (POBs) as a low-cost funding mechanism. Assuming a POB issue for the total unfunded 
liability (UAAL) of approximately iS.O billion, this transaction would generate in excess of SI. 6 billion of expected 
present value savings to the State. The State may also determine that issuing a POB for only a portion of its unfunded 
liability is the most appropriate funding strategy.

UBS is the leading underwriter of POBs nationally and our pension financing team has worked with numerous states 
and municipalities in evaluating the impact of various strategies to improve the financial health of their public pension 
systems. UBS believes that POBs should be viewed as one of several tools that the State should utilize in managing its 
current UAAL T^e use of multiple strategies, including POBs, is particularly important for the State since a material 
portion of the UAAL is due to post-employment healthcare benefits. As you arc aware, the combination o f a growing 
UAAL and increasing State contributions to pay down this deficit will have a significantly negative impact on the 
Slate’s General Fund over the next several fiscal years (and beyond). According to a report by the Division of 
Retirement and Benefits dated November 3, 2004, the State will face an increase in its contributions of over 
$108 million in FY06 alone. POBs can not only provide significant expected savings, but also a mechanism to 
mitigate the negative budgetary impact o f paying down the UAAL over the next several fiscal years.

The attached materials arc meant to serve as a reference guide for you, and they include our analysis of a POB 
opportunity for the State as well as published research reports by rating agencies and independent third parties on the 
benefits and risks of POBs. Clearly, POBs are not a panacea for the challenges of ensuring adequate contribution 
rates, prudent portfolio management ar I even overall system oversight. However, given current market conditions, 
POBs may offer the State an exceptionally compelling opportunity to more efficiently fund its pension system as well 
as manage the required future contribution rate increases to bring PERS/TRS to more appropriate funding levels.

Again, UBS would welcome the opportunity to discuss POBs and other options available to the State as it looks to 
address these very important issues.

Sincerely,

James Ziglar, Sr. 
Managing Director

John Costagliola 
Managing Director

Robert Doherty 
Managing Director

cc: Senator Therriault
Senator Stedman

UBS Financial Service* Inc. I* a subsidiary of UBS AG
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Pension Obligation Bond (POB) Opportunity fo r the State o f Alaska
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Executive Summary

Current Funding Status of PERS and TRS

■ The combined total unfunded liability (UAAL) o f the Public Employees’ Retirement System 
(PERS) and the Teachers’ Retirement System (TRS) is nearly $5.0 billion as o f June 30, 2003

■ Unlike most other states, Alaska’s UAAL includes liabilities for unfunded pension benefits as 
well as unfunded post-employment healthcare benefits (“health benefits”)

F u n d in g  S ta tu s P E R S T R S T otal

UAAL for Pension Benefits $ (1,356,740) $ 438,685 $ (919,055)
UAAL for Health Benefits 4,231,112 1,644,639 5,875,751
Total UAAL 2,874,372 2,083,324 4,957,696
Source. Actual ial Valuation Reports fo r PERS and TRS as of June 30, 2003 (S in thousands).

■ PERS and TRS also have in excess o f $445 million o f total unrecognized investment losses that 
are scheduled to be recognized over the next four years

■ The UAAL and any recognized investment losses are paid down over a 25-year period and accrue 
yearly interest charges at a rate o f 8.25%

■ The cost o f paying down this UAAL w ill have a significant near-term impact on the State’s 
General Fund in terms o f increased contributions over the next several fiscal years (and 
beyond) — a report by the Division o f Retirement and Benefits dated November 3, 2004 
estimates an additional contribution increase o f $108 million in FY06 alone

&  I IBS 1
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Executive Summary

Post-Employment Healthcare Benefits

■ Rising healthcare costs represent a real and growing threat to the financial condition o f PERS and 
TRS, and by extension to the retirement security o f the State’s retirees

■ Including the cost o f health benefits, PERS is 72.8% funded and TRS is 64.3% funded

■ Excluding the cost o f health benefits, PERS is 121.4% funded anu TRS is 89.5% funded

F u n d in g  R atio PE R S T R S

Pension Benefits 121.4% 89.5%
Total Benefits (Pension + Health) 72.8 64.3
Source: ictuarial Valuc'ion Reports jo r  PERS and TRS as o f  June 30, 2003.

■ GASB Statement 45 w ill require in 2006/2007 that all qualified public pension plans must begin 
to account for the cost o f their future health benefits, much like Alaska currently does

■ Although GASB 45 w ill not require plan sponsors to actually fund UAALs for health benefits, the 
State faces significant increases in its healthcare costs and should continue to seek ways to 
improve its funding o f accrued health benefit liabilities



Executive Summary

Pension Obligation Bonds (POBs)

■ Pension obligation bonds (POBs) provide a cost-effective and efficient method o f improving the 
funding o f PER S and TRS while generating up to $1.6 billion in expected present value savings

■ Given current interest rates, which remain near 45-year lows, the State would be able to issue 
POBs at an all-in cost o f funds o f approximately 5.20% and eliminate all or a portion o f its UAAL

■ Compared to the interest charge o f 8.25% on its UAAL, the State would save over 300 basis 
points per year in lower POB debt service payments

■ The table below summarizes the expected savings from a scenario that “fully funds” PERS and 
TRS. The State could issue a POB for just 50% o f the total UAAL (or any other percentage) and 
still generate significant expected savings

E xpected  PO B  Savings P E R S T R S T ota l

Deposit to System S 3,451,417,000 $ 2,414,746,000 $ 5,866,163,000
P V  Savings 954,166,477 685,812,157 1,639,978,634
FY05/06 Relief 58,541,098 44,829,220 103,370,318
FY06/07 Relief 66,583,534 23,618,001 90,201,535
FY07/08 Relief 42,532,756 37,354,146 79,886,902
Total FY05-08 Relief 167,657,388 105,801,367 273,458,754
Gross Savings 2.482,224,569 1,844,531,505 4,326,756,074

a The expected savings from a POB can be structured to generate upfront budgetary relief, mitigate 
required contribution rate increases and achieve other policy objectives

I IBS 3
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Executive Summary

Expected Benefits o f POBs :o PERS/TRS Retiree , Employees and the State

■ POBs can and should be viewed as an additional tool to manage the State’s funding requirements

■ POBs are not “free money” nor without risk; however, i f  structured properly, a POB transaction 
can be an efficient, effective and prudent funding mechanism

■ POBs are a refinancing option available to the State and PERS/TRS to bring [full] funding sooner 
and reduce the impact o f any necessary future contribution increases

■ POBs effectively refinance the UAAL (8.25%) at the lower POB bond rate (5.20%) by replacing 
current UAAL payments with lower POB debt service payments

■ Expected savings from POBs are generally calculated as the difference between existing projected 
UAAL payments versus the POB debt service that would replace them

■ In its simplified form, POBs can be viewed as a refinancing o f the State and its employers’
UAAL obligations, whose expected savings are dependei ' upon the effective earnings rate o f 
PERS/TRS over the next 25 years

■ POBs are not without financial or policy risks. UBS believes that an appropriate analysis and 
consideration o f these risks is essential and would welcome the opportunity to assist the State 
evaluate its options to return PERS/TRS to financial health

4
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Managing the State’s Funding Deficit

■ The key to success is to identify the State’s policy objectives and financing goals

■ The State has several financial and policy tools available to manage its UAAL:
—  I n c r e a s e  th e  S t a t e ’s a n d /o r  o th e r  e m p l o y e r s ’ c o n t r ib u t io n  ra te

—  In c r e a s e  th e  e m p l o y e e s ’ c o n t r ib u t io n  ra te

—  D e c r e a s e  p e n s io n /h e a l th  b e n e f i t s

—  I m p r o v e  in v e s tm e n t  r e tu rn s

—  M o d i f y  a c tu a r ia l  a s s u m p t io n s

—  I n t r o d u c e  a  n e w  “ t ie r ” w i th  h ig h e r  c o n t r ib u t io n s  a n d /o r  lo w e r  b e n e f i t s

—  C o n v e rt from  d e fin e d  b en e fit to  d efin ed  co n trib u tio n  p lan

—  R e d u c e  e x p e n d i tu re s  fo r  o th e r  S ta te  s e rv ic e s

—  I s s u e  p e n s io n  o b l ig a t io n  b o n d s  ( P O B s )

■ POBs are just one o f many options but have severa unique potential benefits and advantages:
—  A c c e s s  to  lo w e r - c o s t  b o r r o w in g  to  im p ro v e  f u n d in g  ra t io s  a n d  s o lv e n c y  o f  P E R S / T R S

—  M a n a g e  c u r r e n t  a n d  fu tu re  “ e f f e c t iv e ” in c r e a s e s  in  c o n t r ib u t io n  ra te s  to  a m o r t iz e  th e  U A A L

—  F u l ly  a m o r i iz e  all o r  a  p o r t io n  o f  the  U A A L  w i th in  the  t im e  l im its  e s ta b l i s h e d  b y  s t a tu te /G A R B

—  S h a p e  P O B  d e b t  s e rv ic e  to  r e d u c e  U A A L  p a y m e n t s  in  th e  n e a r  te rm  a n d  o v e r  the  life  o f  th e  t r a n s a c t io n

—  G e n e r a t e  s u b s ta n t ia l  e x p e c te d  p r e s e n t  v a lu e  s a v in g s  r e la t iv e  to  a c tu a r ia l ly  d e te r m in e d  c o n t r ib u t io n  s c h e d u le

4;  UBS 5
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U A A L Amortization Schedules

■ The current UAAL amortization period is 25 years, as established by the Board

■ The total UAAL (PERS + TRS) is projected to increase to $6.5 billion in EY 2015 before 
beginning to decline

Fiscal Year

Source Actuarial Valuation Reports fo r PERS and TRS as ofJune 30, 2003 (I in thousands).

■ The actuarially projected amortization schedules illustrated above do not fully pay down the 
UAAL, but do leave PERS/TRS funded at about the 95% level in 25 years

■ A POB may enable the State and its employers to achieve at a lower cost this same level o f 
funding immediately as opposed to waiting 25 years

6
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U A A L Contribution Rates

■ The State and its employers are riot making sufficient c ntributions to PERS/TRS at the present 
time to fully amortize its UAAL over a 25-year period

Fiscal Year

Source Actuarial Valuation Reports fo r PERS ant! TRS a t ofJune 30, 2003 (S in thousands).

■ For PERS, the total employer contribution rate for FY 2006 adopted by the Board is 16.77% 
versus the actuarially required rate o f 25.63%

■ For TRS, the total employer contribution rate for FY 2006 adopted by the Board is 21.00% versus 
the actuarially required rate o f 38.85%

■ A POB may effectively reduce or otherwise mitigate required future increases in the employer 
contribution rate with the use o f the expected savings from the transaction

^ i i ' i i s 7
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Unrecognized Investment Losses

■ PERS and TRS have in excess o f $445 million o f total unrecognized investment losses that are 
scheduled to be recognized over the next four years
—  P E R S  c u r r e n t ly  h a s  a  to ta l  o f  $ 2 9 5 .8  m il l io n  o f  u n r e c o g n iz e d  in v e s tm e n t  lo sses

—  T R S  c u r r e n t ly  h a s  a  to ta l  o f  $ 1 4 9 .7  m il l io n  o f  u n r e c o g n iz e d  in v e s tm e n t  lo sse s

■ These unrecognized investment losses w ill be recognized equally over the next four years

■ As these losses become recognized as part o f the UAAL, they w ill be paid down over a 25-year 
period and accrue yearly interest charges at a rate o f 8.25%

■ According to the FY 2004 CAFR for PERS/TRS, “the current asset allocation that the Alaska 
State Pension Investment Board for the [System’s] investments is expected to provide a five year 
median return o f 7.72%”

■ Given this expectation, the PERS/TRS Board ought to consider seriously either adjusting its asset 
allocation or its assumed investment return rate o f 8.25%
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Pension Obligation Bonds (POBs) Overview

C u r r e n t  P l a n A f t e r  P O B  T r a n s a c t i o n

1

Annual Pension
UAAL Amortization 

Payment
Funds “ , •

■ Thi? to ta l  U A A L  fo r  P E R S /T R S  is e x p e c te d  to  b e  
a m o r t i z e d  o v e r  25  y e a r s  (F Y  2 0 2 9 )

■ F o r  P E R S ,  th e  to ta l e m p lo y e r  c o n t r ib u t io n  ra te  is 
e x p e c t e d  to  in c re a s e  o v e r  th is  p e r io d  f ro m  
1 1 .7 7 %  to  3 0 .2 2 %

■ F o r  T R S ,  th e  to ta l e m p lo y e r  c o n t r ib u t io n  ra te  is 
e x p e c t e d  to  in c re a s e  o v e r  th is  p e r io d  f ro m  
1 6 .0 0 %  to  4 7 .6 2 %

■ I n h e r e n t  in  th e  a m o r t iz a t io n  s c h e d u le  is an  8 .2 5 %  
a c tu a r ia l  e a rn in g s  ra te  o n  u n f u n d e d  l iab il i t ie s

One-Time
o1 ■ •

/ A j s p a ^ Deposit to Pension
Pension Funds Funds

1

POB
Proceeds

Annual 
Debt Service 
Payments

investors

■ S ta te  i s s u e s  p e n s io n  o b l ig a t io n  b o n d s  ( P O B s )

■ B o n d  p r o c e e d s  to  P E R S / T R S  to  p a y  d o w n  U A A L

■ S ta te  o b l ig a t io n  to  m a k e  U A A L  p a y m e n t s  r e p la c e d  
w i th  P O B  d e b t  s e rv ic e  p a y m e n ts  to  b o n d h o ld e r s

■ E x p e c te d  s a v in g s  is th e  d i f f e r e n c e  b e tw e e n  the  a l l - i n  
b o n d  ra te  o f  a p p ro x im a te ly  5 .2 0 %  a n d  th e  a c tu a r ia l  
e a rn in g s  r a te  o f  8 .2 5 %

9
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Summary of Results

[A ssum p tion s - ' I• ■ -* j > * ,i

Dated 07/01/05
Delivery 07/01/05
First Interest 01/01/06
Final Maturity 01/01/29
Term 25.00
PV Factor 8.25%

[(Cxpectcd PQB Savings P F R S y l r f t s . v , Total

PV Savings (%) 25.82% 28.12% 26.73%
PV Savings ($) $ 954,166,477 $ 685,812,157 $ 1,639,978,634
FY05/06 Relief 58,541,098 44,829,220 103,370,318
FY06/07 Relief 66,583,534 23,618,001 90,201,535
FY07/08 Relief 42,532,756 37,354,146 79,886,902
Total FY05-08 Relief 167,657,388 105,801,367 273,458,754
Avc. FY09-29 Relief 110,217,485 82,796,673 96,507,079
Gross Savings 2,482,224,569 1,844,531,505 4,326,756,074
Deposit to System 3,451,417,000 2,414,746,000 5,866,163,000

Notes:
(1) Market as o f 02/18/05.
(2) Assumes that PERS/TRS earns 8.25% in investment returns.
(3) Assumes a fixed universe of assets and liabilities.
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PERS Full Funding Option —  100% of Projected U A A L

Expected PV Savings o f Nearly $1.0 Billion

$
Expected Savings Sum m ary - *•. ‘ • • • *

All-in Bond Rate 5.19%
PV Savings (%) 25.82%
PV Savings ($) $ 954,166,477
Gross Savings 2,482,224,569
Deposit to PERS 3,451,417,000

Expected Fiscal Savings
ft* •

FY05/06 Relief $ 58,541,098
FY06/07 Relief 66,583,534
FY07/08 Relief 42,532,756
Total FY05-08 Relief 167,657,388
Avc. FY09-29 Relief 110,217,485

S750,OCO,OOG -I 

600,000,000 -

450.000.000 •

300.000.000 -

150.000.000

I POB Debt Service 
■ Projected UAAL Contributions

Expected
Savings

2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2027 2029

Fiscal Year

# U U S



State of A l a s k a

TRS Full Funding Option —  100% of Projected UAAL

Expected PV Savings o f $686 Million

• . . 
Expected Savings Sum m ary E Expected fiscal* Savings #*
All-in Bond Rate 5.19% FY05/06 Relief $ 44,829,220
PV Savings (%) 12% FY06/07 Relief 23,618,001
PV Savings ($) $ 685,812,157 FY07/08 Relief 27,754,146
Gross Savings 1 844,531,505 Total FY05-08 Relief 105,801,767
Deposit to PERS 2,414,746,000 Ave. FY09-29 Relief 82,796,673

I POB Debt Service 
■ Projected UAAL Contributions

2005 2007 2009 2011 2013 2015 2017 2019

Fiscal Year
2021 2023 2025 2027 2029
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PERS Partial Funding Option —  50% of Projected U A A L

Expected PV Savings o f $477 Million

[Expected Savings Sum m ary L '^ H F .x p e c tc d  Fiscal Savings

All-in Bond Rate 5.19% FY05/06 Relief $ 29,270,549
PV Savings (%) 25.82% FY06/07 Relief 33,291,767
nV Savings ($) $ 477,083,239 FY07/08 Relief 21,266,378
Grost' Savings 1,241,112,285 Total FY05-08 Relief 83,828,694
Deposit to PERS 1,725,708,500 Ave. FY09-29 Relief 55,108,743

I POB Debt Service 
•Projected UAAL Contributions

2 0 0 5  2 0 0 7  2 0 0 9  2 0 1 1  2 0 1 3  2 0 1 5  2 0 1 7  2 0 1 9  2 0 2 1  2 0 2 3
Fiscal Year

2 0 2 5  2 0 2 7  2 0 2 9
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TRS Partial Funding Option —  50% of Projected U A A L

Expected PV Savings of $343 Million

Expected Savings Stinimarv
«

All-in Bond Rate 5.19%
PV Savings (%) 28.12%
PV Savings ($1 $ 342,906,079
Gross Savings 922,265,753
Deposit to PERS 1,207,373,000

$ 7 5 0 , 0 0 0 , 0 0 0

600.000,no -

4 5 0 . 0 0 0 . 0 0 0

3 0 0 . 0 0 0 . 0 0 0  -

1 5 0 . 0 0 0 . 0 0 0  -

I POB Debt Service 
■ Projected UAAL Contributions

FY05/06 Relief 
FY06/07 Relief 
FY07/08 Relief 
Total FY05-08 Relief 
Ave. FY09-29 Relief

0.1 ■ ■ ■ ■ ■ ■

$ 22.414,610 
11,809,001 
13,877,073 
52,900,884 
41,398,337

2 0 0 5  2 0 0 7  2 0 0 9  2 0 1 1  2 0 1 3  2 0 1 5  2 0 1 7  2 0 1 9  2 0 2 1  2 0 2 3
Fiscal Year

2 0 2 5  2 0 2 7  2 0 2 9
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Expected Benefits of POBs

■ Significant expected present value savings to meet the State’s fiscal and policy objectives
—  G en era te  up  to  $ 1 .6  b illio n  in ex p e c te d  p resen t v a lu e  sav in g s

—  F u lly  am o rtiz e  U A A L  w ith in  25 years

—  Im p ro v e  fin an c ia l secu rity  o f  P E R S /T R S  re tirees  and  em p lo y ees

—  M itig a te  fu tu re  co n trib u tio n  inc reases

—  S tru c tu re  tran sac tio n  to p ro d u c e  n e a r  te rm  b u d g e ta ry  re lie f  ( i f  d es ired )

■ Proven and acceptable tool to manage pre-existing liability
—  R ep lac in g  a U A A L  at 8 .25%  w ith  a  b o n d  ra te  o f  ap p ro x im a te ly  5 .2 0 %

■ Effective tool to manage/mitigate required contribution rate increases

■ Statistical and probability analysis provides comfort
—  E arn in g s  a ssu m p tio n s  are  fo r a 2 5 +  y e a r  perio d

—  H is to ric  in v estm en t m an ag em e n t p e rfo rm a n ce  fo r P E R S /T R S  is s tro n g

■ Extremely favorable interest rate environment

■ Bond market participants are receptive to POBs, including bond insurers, rating agencies and 
domestic/international institutional investors

# I H ! S 15
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Potential Risks of POBs

■ Primary risk is failure to meet earnings expectation of actuarially assumed rate o f 8.25% ovei life 
o f bond deal (this “risk” currently exists with the entire asset portfolio pool)
—  I f  e a rn in g s  >  ac tuaria l ra te : in v e stm en t a rb itra g e  increases ex p ec ted  sav ings

—  I f  e a rn in g s  =  ac tu aria l ra te : p ro je c te d  sav in g s  is ach ieved

—  I f  ea rn in g s  <  ac tuaria l ra te  >  b o n d  ra te : red u ced  ex p ec ted  sav ings

—  I f  ea rn in g s  <  bond  rate : d issav in g s

I m p a c t  o f  In v e s tm e n t  R e tu r n s  on E x p e c ted  S av ings

Years

■ Precise amount of savings is dependent upon realized rate o f return over life o f bond deal - not 
single year performance



Risk Mitigation for POBs

*i Even i f  market returns in the early years are below the actuarial rate, it is possible to earn back the 
difference over the term o f the transaction

8 .2 5 %  A c tu a r ia l  R a te  B re a k e v e n  M a t r ix
Earnings rates required over balance o f amortization period to reach expected savings

M arker
R eturns

" ' '' ■ IS
Years**)! Market. Return ‘

i 2 • V  3 •1 • 5 *

8.61% 9.00% 9.43% 9.90% 10.42%
8.39 8.54 8.70 8.88 9.08
8.34 8.45 8.56 8.68 8.82
8.30 8.36 8 42 8.49 8.56
8.25 8.25 8.25 8.25 8.21
8.22 8.19 8.15 8.11 8.06
8.18 8.10 8.01 7.92 7.82
8.14 8.01 7.88 7.73 7.57
8.10 7.93 7.75 7.55 7.33

■ For example, i f  PERS/TRS achieved a return o f only 7.00% (instead o f the 8.25% actuarial rate) 
for the first three years, then it would need to achieve an average return o f 8.42% (versus 8.25%) 
over the remaining term o f the bonds to realize the full expecteu savings figures

■ Conversely, i f  earnings are above the actuarial rate in the early years, earnings in subsequent 
years do not need to be as high to realize projected savings, as long as funds are not diverted for 
other budgetary purposes
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Introduction to UBS Financial Services Inc.

■ UBS is one o f the world’s oldest, 
most established and stable banks

■ In June 2003 UBS PaineWebber Inc. 
became UBS Financial Services Inc., 
the US retail brokerage arm o f UBS 
AG

■ UBS is a full-service national 
securities firm that provides 
comprehensive and customized 
solutions for our clients

■ UBS Financial Services Inc.’s core 
business units include:
—  M u n i c i p a l  S e c u r i t i e s  G r o u p

—  W ea lth  M an ag em en t

—  G lo b a l A sse t M an ag em en t

U B S  D o m e s tic  O ffices

private client grocjp
DMiUn lad Branch OfTlca Lacillaai

UBS
UBS Financial Services Inc.

V  W o rld 's  Urges! private b u lk

Strong credit ratings (AaI/AA-*/AAv)
S  Total client assets ofS1.5 trillion
v' Top 10 financial services firm by 

market capitalization (S82.3 billion)
v' l eading global research platform 

(#3 in Europe, Mi in Asia and 
M4 worldwide) j

& n s s 18
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UBS’s Commitment to Public Finance

2004 Senior M anaged National Negotiated Rankings
(S in millions)

UBS Financial Svci 

Citigroup 

Goldman Sacha 

Ichman Brothers 

JPMorgan 

Beat Stearna 

Morgan Stanley 

RBC Dain Rauachcr 

Merrill Lynch 

Bane o f Amcnca

SO

Ml, 165.1

432,335.1

J  $22,742 J 

I $22,268 J

JSI8.699 7 

I SI 8,060 5

S 14,666.8

|  SI 3,082 4 

■$13,008 2

I S 12,129.9
 1---
$15,000

 1---
$30,000

 1
$45,000

Senior Managed Negotiated M arket Share
Market Share (%)

2 5 . 0 % -  ■ ■  M a rk e t  S h a re  " R a n k

20.0

1 5 .0

10.0

5 .0

0.0
1 9 9 8  1 9 9 9  2 0 0 0  2 0 0 1  2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5

Y T D
V o lu m e  (S bils.)\ S 2 4 .4  S I 8 .9  S I 8 .2  $ 2 7 .2  S 3 6 .8  S 3 8 .4  S 4 1 .2  S5

■ UBS is the #1 ranked senior manager o f municipal debt for negotiated transactions

■ UBS has a demonstrated commitment to and is a dominant player in this industry
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UBS’s Commitment to and Presence in the State of Alaska

■ For 25 years, UBS has been actively involved in over 50% of all debt issued in the State o f 
Alaska, either as an underwriter or financial advisor 
S Senior Manager o f recent State o f Alaska International Airports System Bonds

-  $94,925,000 Revenue and Refunding Bonds, Series 2003A and 2003B
-  $ 140,780,000 Revenue Bonds, Series 2002A and 2002B

S Senior Manager to Alaska Municipal Bond Bank Authority
-  Appointed in January 2004 for 3-5 years

S Financial Advisor to Municipality o f Anchorage
-  Broad experience since 1981
-  Advisor to $5.9 billion of Municipality’s bond issues, including Anchorage General Obligation, School, 

Water & Wastewater, Municipal Light & Power and Telephone Utilities

b UBS is proud to be one o f the few national firms to maintain a retail office in Anchorage, which 
services over 6,500 accounts with total assets exceeding $500 million. UBS is also an active 
trader o f the State’s bonds, with over 4,300 trades alone since 2000

Anchorage Retail Office' P M l y * , Ki'tnil • .1 . Institutional T o ta l, ,

■ 9 Financial A dvisors . Year
No. ol 

Trutlv!
'* Volume 
s (S in 01)0)

No. of 
Trades

\  ulume 
(Sin 0110)

No. ol 
1 rades

Volume 
(S in 000)

■ O ver 6,500 client accounts 2004 279 $ 17,115 34 $ 12,335 313 $ 29,450
2003 974 66,880 71 30,770 1,045 97,650

■ O ver $509.4 m illion assets under m anagem ent 2002 1,016 92,035 40 33,370 1,056 125,405
2001 831 83,830 49 22,330 880 106,160

■ $1.6 million in total payroll 2000 1,013 88,699 49 56,840 1,062 145,539

4 ;  U B S 2 0
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UBS is the Industry Leader in Pension Obligation Bonds (POBs)

■ UBS is ranked #1 in the pension obligation bond market - completing 32 issues totaling $7.88 
billion or 20.0% o f the POB market since 1993

UBS's Senior M anaged Negotiated Pension 
1993 to 2004
(U o f issues/$ in millions)

o f issues
UBS

Cfl«rw p S5.009

KMtJ
S3.msMcmll I ynch

S3J6I 7Bear Steams

□ H A M  Sarbi

S2.M I.6MMMm
Morgan Stanley 12.665 0

ABN AMRO
banc M fnrr«a 1670 4

Source Securities Data Corporation.

UBS’s Senior M anaged Negotiated Taxable Experience 
1993 to 2004
(Hof issues/S in millions)

Number of Issues
S v n t H H H H B H m  12*. 106 1

S25.IS72

Goldman <ad» iU |  113.642.4

RBCD ui

Bear Stearns
Mem! Lynch >10.341.1

Experience

19,000

J r Morgan 

Banc of Amenta

0 6.000 12.000 
Source Securities Data Corporation

11,000 —I30,00074,000

■ UBS has served as jo in t book-running manager for the largest and most complex POBs 
done to date, including the State o f Illinois ($ 10 billion), State o f Oregon ($2.1 billion) and 
State o f Wisconsin ($1.79 billion)

■ As the State'* senior manager, UBS w ill bring all o f its experience and expertise to bear on 
structuring the optimal solution to achieve the State’s fiscal and policy objectives

I illS 2 1
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UBS’s POP Experience, 1993 -  2005 Selected Deals

(S in millions)

1 1 US 1 tp t r i tn r r 1 HVPIajrnirui/V
■ Salt Dalr I’j r  1 mount litdrer .'t ire t l l >  Huh llrd,;>SutiiinNcd to Jinn tlrdir> Irtk.I

10/27/04 S 318 San Diego Metro Transit Dev Bd CA Sole Senior Mgr 388 388
10/21/04 387 San Diego Metro Transit Dev Bd CA Sole Senior Mgr 636 38.703/23/04 75.0 Fresno County CA Joint Book Runner 75.0 75.0
03/10/04 J27.9 Fresno County CA Joint Book Runner 831.0 327.9
02/261)4 500 0 Kansas Development Fin Auth KS Senior Mgr. 489.9 250.0
12/10/03 1.794 9 Wisconsin WI Joint Book Runner 4,294 0 750.8
I0/2R/03 2,084.0 Oregon OR Co-Senior Manager 2J52.3 145.9
08/26/03 40.3 Kansas Development Fin Auth KS Senior Mgr 72.7 36.3
06/05/03 10.000 0 Illin o is"* IL Joint Book Runner I2 J I7 .9 148.1
05/22/03 500 Kern County CA Senior Mgr. 500 500
0VIS/0J 238.2 Kent County CA Senior Mgr 336.3 237.4
05/14/03 231.2 Sonoma County CA Senior Mgr 758.3 216.8
00/10/02 67 3 West Haven CT Sole Senior Mgr 151.3 67J
06/26/02 900 Woonsocket Rl Senior Mgr 157.4 90.0
03/13/02 117.1 Fresno County CA Sole Senior Mgr 1364 117.1
02/28/02 34.0 Bangor ME Senior Mgr 35.7 33.6
07/18/01 111.0 Portland ME Sole Senior Mgr 111.0 I I  1.0
12/18/00 170.7 Jew Orleans LA Senior Mgr 247.5 148.5
07/11/00 105.7 Fresno County CA Senior M rt 1247 94.8
01/21/99 1,291.9 Phila Auth for Indus Dev PA Senior Mgr 1,5728 14466
12/08/98 221.0 Worcester MA Senior Mgr 1776 1660
03/12/98 184 9 Fresno County CA Sole Senior Mgr 232.8 184 9
07/09-97 3842 Denver City & Co SD 41 CO Senior Mgr 442.1 3609
02/14/97 4363 Oakland CA Senior Mgr 476.0 342.6
11/1095 227.8 Kcm County CA Senior Mgr 270.0 222.7
10/07/93 19 1 Buffalo NY Senior Mgr 10.3 9 0
06/23/93 23.1 Buffalo NY Senior Mgr 16.1 122
01/19/05 399.3 City o f Dallas TX Co-Mgr 5.0 3.0
06/22/04 454 1 San Diego County CA Co-Mgr 1428 600
06/09/04 189 1 San Dcrtudino County CA Co-Mgr 59.2 49.9
06/12/03 1200 Portland Comm Coll Dt OR Co-Mgr 24 0 2 2
03/14/03 90.0 Gainesville EL Co-Mgr 42.8 15.0
03/07/03 375.0 NJ Econonuc Dev Auth NJ Co-Mgr 750 3.9
09/17/02 737.3 San Diego County CA Co-Mgr 147.5 11.7
08/22/00 3500 Bridgeport CT Co-Mgr 152 3 48 5
02/03/99 63.1 Merced County CA Co-Mgr 126 0 7
06/2697 2.803 0 NJ Economic Dev Auth NJ Co-Mgr 5606 51.5
11/01/96 773.5 NYS Dorm Authority NY Co-Mgr 154 7 14 1
10/1995 600 0 Los Angeles County CA Co-Mgr 1200 6 6
10/1394 1,965 2 Los Angeles County CA Co-Mgr 3930 36.4
09/2394 3200 Onngc County CA Co-Mgr 640 5.802/0394 430 4 San Diego County CA Co-Mgr 86 1 4 7

S 18,903.1 Senior Managed
5 9,270.7 Co-Managed
S 28,173.8 Total

(1) UBS and Bear Steams were Joint Book-Running Managers. There were three additional co-senior managers and SDC credit was split equally among the five.
(2) Tlte State of Illinois transaction with the exception of one maturity was sold group net.
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Current POB Market Update

■ POBs are a commonly used financial tool to improve the funding levels o f state and local pension 
systems. Since 1993, there have been over 350 POB issues totaling $40.3 billion

■ POBs are interest rate sensitive and many issuers are proactively considering POBs to lock-in 
current interest rates and expected savings figures

■ I f interest rates rise (as forecasted), the expected savings from a POB transaction w ill diminish or 
even disappear

UBS’s Recently Priced POBs:

Kern County, 
California State of Illinois State of Oregon State of Wisconsin

Kansas 
Development 

Finance A uthority

Fresno County, 
California

I I H # KDFA
Kjumh Dr»i)npmK 
KWintr Anlknrt? 9

$238,177,000 $10,000,000,000 $2,083,960,000 $1,794,850,000 $500,000,000 $327,898,000
Senior Book Joint Book Joint Book Senior Book Joint Book

Running Manager 
May 15,2003

Running Manager 
June 5, 2003

Co-Senior Manager 
October 28, 2003

Running Manager 
December 10, 2003

Running Manager 
February 26, 2004

Running Manager 
March 10, 2004
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Next Steps —  POB Strategy and Implementation

■ Limited window o f opportunity due to potential increased rates

■ General education o f interested parties

■ Policy analysis o f use o f expected savings and debt structure

■ Drafting o f enabling legislation to provide opportunity for State to take advantage o f expected 
cost savings

■ Legislative authorization and action

■ Confirmation o f existing pension fund data, assumptions and paydown schedule

■ Determination o f appropriate annual contribution rate for the State

■ Deal specific decision-making
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Alaska’s UBS Banking Team

In v e s tm e n t  B a n k in g

JAM ES W. ZIGLAR, Sr.
M anaging D irecto/ & C hief Business S trategist

Mr. Ziglar joined UBS as a Managing Director and Chief Business Strategist for the Municipal Securities Group on June 1, 2004. Mr. 
Ziglar has 23 years of experience in the public finance business as an investment banker and lawyer, including over 10 years with 
UBS prior to departing in 1998 to serve as Svigcant at Arms o f the United States Senate. Most recently, Mr. Ziglar was Distinguished 
Visiting Professor o f Law at George Washington University Law School and a Fellow at Harvard University’s John F Kennedy 
School of Government Institute o f Politics. He was Commissioner o f  the Immigration and Naturalization Service from August 2001 
until his retirement from federal service in November 2002. In addition t j  his positions as Commissioner of the INS and as Sergeant 
al Anns o f the United States Senate, he has served at various times as Assistant Secretary o f Ihe Interior for Water and Science - 
where he oversaw the operations o f the Bureau of Reclamation, the Bureau o f Mines and the U.S. Geological Survey, as a law clerk to 
Supreme Court Associate Justice Harry A. Blackmun, as a congressional and public affairs officer at the Department o f  Justice, and as 
an aide to the Chairman o f  the U.S. Senate Judiciary Committee.

Mr. Ziglar earned h;" undergraduate and law degrees from The George Washington University. He is a member o f the bar in New 
York, Arizona, Virginia and the District o f Columbia.

JOH N COSTAGLIOLA
M anaging D irector & M anager of West Coast In frastructu re

John Costagliola has 19 years o f experience in public finance and leads the Firm’s efforts in Alaska. Mr. Costngliola has served as the 
Financial Advisor to the Municipality o f Anchorage since 1993, and senior managed bond issues within the State for the Airport 
system. Bond Bank Authority and AIDEA. Mr. Costagliola is in frequent dialogues with rating agencies on Alaska issues and credit 
concerns. Mr. Costagliola has very broad experience with electric utilities, water and sewer systems, general government finance and 
credit issues. He joined UBS in 1993 after seven years with Standard and Poor’s Corporation where he was a Director and manager cf 
their utility gioup in the Western Regional Office. While at S&P, Mr. Costagliola was principal analyst and chaired numerous rating 
committees within all public finance sectors. He has a Bachelor’s degree from Fordham University and is an MSRB principal.
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Alaska’s UBS Banking Team

ROBERT DOHERTY
M anaging Director & Co-Head National In frastructure  G roup

Mr. Doherty has over 18 years o f banking experience. He recently joined UBS from Merrill Lynch, where his responsibilities 
included managing the Firm’s geographic banking relationships in the Midwest, South and East Coast. Mr. Doherty was also 
responsible for the Firm’s pension obligation bond group and served as the lead banker for the State o f New Jersey’s $2.8 billion 
pension obligation bond transaction -  the largest jnunicipa I transaction then executed. The State o f New Jersey’s POB Financing was 
named “Deal of the Year” by Smith’s Survey. At UBS, Mr. Doherty has served as the lead banker for several senior managed POBs, 
including the State of Kansas’ $500 million issue and State o f Wisconsin’s $1.8 billion issue which was named “Midwest Deal o f the 
Year" by The Bond Buyer. Mr. Doherty is currently working on senior managed POB transactions for the City o f Detroit 
($1.3 billion) and the City of San Antonio ($350 million). Mr. Doherty also served as the lead banker for the States o f  Wisconsin, 
Ohio Kentucky, New Jersey, Michigan i nd Massachusetts on numerous transactions. He has significant banking experience 
designing customized financial solutions for clients.

Mr. Doherty received his MBA from the University o f Chicago and his undergraduate degree in international politics from 
Georgetown University’s School o f Foreign Service.

TOM  YANG 
F irst Vice President

Tom Yang is a member o f UBS’ Transportation Finance Group. He currently manages our West Coast transportation and airport 
efforts. Mr. Yang is an expert on structuring bond financings secured by innovative transit credits such as the Congestion Mitigation 
and Air Quality funds, FTA’s Section 5307 formula funds and Section 5309 New Starts funds, congestion mitigation and air quality 
funds, farcbor. revenues and state transportation grant funds. He recently served as the senior banker on a $77 million pension 
obligation bond issue for San Diego Transit Corporation, the first pension obligation bond financing completed for a transit agency.

Mr. Yang also served as the day-to-day banker for two recent financings for Alaska International Airports System. His senior 
managed bond issues in the past 24 months include Los Angeles County Metropolitan Transportation Authority, San Francisco 
Airport Commission, Burbank Airport Authority, San Diego Metropolitan Transit Development Board, Sacramento Regional Transit 
District, North San Diego County Transit District, Boise Airport and Riverside Transit Agency.

Mr. Yang graduated with High Honors from the University o f California, Berkeley with a degree in Mechanical Engineering.
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Alaska’s UBS Banking Team

BRYANT JENKJNS 
Assistant Vice President

Mr. Jenkins has over 6 years o f public finance experience and has provided quantitative analysis and transaction support for over $7.3 
billion in senior managed financings for clients including pension obligation bonds for the State of Illinois, Kansas Development 
Finance Authority, San Diego Metropolitan Transit Development Board and the State o f Oregon. His experience also includes 
working with Alaska issuers including the Alaska Municipal Bond Bank and the Munici ality of Anchorage.

Mr. Jenkins received his B.A. in Economics from Columbia University and M.B.A. from Stanford University.

M ARK T. KIM 
Assistant Vice President

Mr. Kim joined UBS in 2002 and is a member of the firm’s National Infrastructure Group. Mr. Kim’s experience includes structuring 
multiple senior managed transactions totaling over $3.0 billion. These transactions include $1.2 billion (including a $587 million 
swaption) for the Long Island Power Authority (LIPA) in connection with a major restructuring program. More recently, Mr. Kim has 
focused on structuring pension obligation bond issues and other taxable transactions for clients at the state and local level, including 
the State of Wisconsin’s $1.8 billion POB, which was awarded the Bond Buyer s “Midwest Deal o f the Year” award. Prior to joining 
UBS, Mr. Kim served as a Staff Attorney for the Federal Election Commission (FEC) in Washington, D.C.

Mr. Kim received his Ph.D. in Public Policy from Harvard University; J.D. in Public Law from Cornell Law School; and B.A. in 
Philosophy from Northwestern University. Mr. Kim is a member of the Bars o f the District o f Columbia and the State o f New York.
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Alaska’s UBS Banking Team

U n d e r w r i t i n g

STEV E M. PIL L E R  
D irector

Mr. Pillcr has 20 years experience in the municipal securities industry. As a Director in UBS’s Syndicate Department, he is 
resp msiblc for the underwriting and marketing o f municipal transactions, including negotiated and competitive underwritings, both 
tax-exem pt and taxable.

In addition to developing marketing strategies for municipal issues in the primary market, Mr. Piller coordinates the distribution 
process with the client and bankers. This includes identifying buyers, working closely with the retail and institutional sales divisions 
and apprising the client o f market conditions and economic developments that could affect interest rate levels. Mr. Piller also 
coordinates the trading and marketing o f secondary risk positions for new issues. Mr. Pillcr attended York College.

D e r i v a t i v e  P r o d u c t s

R H A H IM E A. BELL 
M anaging D irector

Rhahimc Bell, Co-head o f the Municipal Derivatives Group, joined UBS in May, 1999. Prior to joining UBS, Mr. Bell was a V ice- 
President in the Global Derivatives Group at J.P. Morgan. Most recently, Mr. Bell was responsible for advising corporations and 
government entities in Latin America on interest rate and currency risk management. Prior to his work in Latin America, Mr. Bell 
was responsible for marketing tax-exempt derivatives to municipalities within the United States. Mr. Bell negotiated and executed 
over 700 interest rate swap, options and forward purchase agreements during 1993 and 1998. In addition, Mr. Bell was responsible 
for trading and risk management o f the TBMA/LIBOR basis position for J.P. Morgan. Mr. Bell graduated from Georgetown 
University in 1991 with a dual degree in Finance and International Management.
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Alaska’s UBS Banking Team

Munic ipa l Research
BRAD G EW EH R 
M anaging D irector

Mr. Gcwchr joined UBS in March 1998 as Director o f Municipal Research. In addition to providing research for UBS’s retail and 
institutional investors, Mr. Gcwehr and his staff have assisted many o f UBS’s banking clients in developing effective credit rating and 
investor relations strategies. Immediately prior to joining UBS, Mr. Gewchr was a Managing Director in the Public Finance Group of 
Moody’s Investors Service. He supervised a staff o f analysts responsible for assigned and maintaining ratings on municipal tax- 
backed, utility revenue, and lease credits in 26 states, including California, New York, Florida, and Illinois. As a senior member of 
Rating Committee, he participated in rating decisions for major credits throughout the United States. Brad also led analytical 
specialty teams covering the water and wastewater and state revolving fund sectors.

Prior to joining Moody’s in 1991, Mr. Gewehr was a Project Manager and Transportation Analyst with the Port Authority o f NY & 
NJ. He holds a.i MBA in Finance from New York University and a BA from Amherst College.
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S t a t e  o f  A l a s k a ______________________________________________

UBS’s POB Structuring Methodology

S t e p  1 :  D e t e r m i n e  t h e  D o l l a r  V a l u e  o f  t h e  U A A L

■ Asset valuation (e.g., actuarial, mark to market, etc.)

■ Present value o f future liabilities

U A A L  =  L i a b i l i t i e s  -  A s s e t s

S t e p  2 :  D e t e r m i n e  t h e  E x i s t i n g  U A A L  P a y m e n t  S c h e d u l e

■ Number o f years or amortization period

■ Amortization method (e.g., level percentage o f payroll, statutorily determined, etc.)

■ Actuarial assumptions (e.g., covered payroll, annual pay increase, etc.)

■ State portion o f UAAL

■ GASB Note 25 and 45 considerations

U A a L  P a y m e n t  =  C o v e r e d  P a y r o l l  x  U A A L  C o n t r i b u t i o n  R a t e



S t a t e  o f  A l a s k a _____________________________________________________________________________________

UBS’s POB Structuring Methodology

S t e p  3 :  S t r u c t u r e  P O B s  a g a i n s t  U A A L  P a y m e n t  S c h e d u l e

■ Understand PHRS/TRS’s fiscal and policy objectives (e.g., immediate cashflow relief, level 
savings, etc.)

■ Structure bonds to help achieve PERS/TRS’s objectives by:
—  P r in c ip a l  D e fe r ra l

—  I n c o m e  B o n d s

—  S te p p e d  C o u p o n  B o n d s

—  C a p i ta l iz e d  A p p r e c ia t io n  B o n d s  (“C A B s ” )

—  C a p i ta l iz e d  In te re s t  F u n d

■ Derivative Products (e.g., synthetic fixed, step coupons, etc.)

■ Calculate Expected Savings

E x p e c t e d  S a v i n g s  =  E x i s t i n g  U A A L  P a y m e n t  -  P O B  D e b t  S e r v i c e
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POB Case Studies

Customized Solutions fo r Our POB Cli nts

■ UBS’s senior managed POB experience encompasses issuers at the State, City, County and 
System levels and includes a variety o f innovative credit and financing structures designed to help 
our clients meet their financial and policy objectives

■ Given an issuer’s specific situation, UBS has consistently created unique marketing plans, rating 
agency presentations, legislative strategies, financial tools and deal structures that have helped our 
clients realize their goals

■ Below are highlights o f several challenges that our clients have faced and the customized 
solutions that UBS created as senior manager

Transaction Challenge

Ph ilad e lp h ia , Spec ia l leg is la t ion  requ ired ; needed budget r e l ie f  o v e r
PA  1 0 -y c a r p e riod ; pension system  sev e re ly  underfunded

Po rt la n d  M E  V e ry  steep U A A L  paym ent cu rve , savings targets fo r
im p lem en tation  o f  deal

D en v e r Lease app rop ria tion  cred it w ith sch oo l p rope rty  as
P u b lic  c o lla te ra l; desired  savings o v e r t im ., pension so lu tion
S c h o o ls , C O  needed fo r  la b o r negotia tions

O ak la n d , C A  O n ly  a llow ed  fo r  1 5 -y e a r transac tion ; seve re ly
underfunded  system , weak cred it

Sutiilinii

Leg is la tion  passed to a llow  fo r  condu it issuer -  s t i l l ob ta ined B IS  w e igh ting  o f  2 0 % ; funded 5 0%  
o f  U A A L ; extensive use o f  C A B s  to structu re debt to meet revenue requ irem en ts ; in com e bonds 
to p rov id e  c a ll f le x ib i lity ; a l l - in  cost o f  6 .6 3 %  vs. 9 .0 0 %  ac tua ria l rate

T a ilo re d  sav ings th rough ‘ ‘s yn th e tic " stepped coupon  bond ; saved 3 2  basis p o in ts  versus natural 
structu re

D ev ised  “ p ro p o rt io n a l"  savings structu re ; structured term  bond It 1 0 -y e a r 1 0 2 %  ca ll featu re ; 
ob ta ined agg ressive insurance com m itm en t, 7 .1 9 %  T IC  ve rsus dea l target o f  7 .4 0 %  and actuaria l 
rate o f  8 .5 0 %

"P re p a id "  firs t 15 years o f  am o rtiza tion  th rough contract w ith System , ex ten s ive  use o f  C A B s ; 
agg ressive insurance com m itm ent
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State of A l a s k a

Case Study: The State of Wisconsin’s $1,794 Billion POB

Background

■ UBS served as joint book running manager for the State o f Wisconsin’s $1,794,850,000 General 
Fund Annual Appropriation Bonds o f 2003, $850 million Series A (Taxable Fixed Rate) and $945 
million Series B (Taxable Auction Rate Certificates)

■ The State sold bonds to retire the Unfunded Pension and ASLCC Liabilities owed to the 
Wisconsin Retirement System (“WRS”) and lower its financing cost from 8% to the bond rate

■ Bonds were Structured against the combination o f the State’s projected pension liability and 
ASLCC liability payments shown below as the “red line”

■ P ro je c t e d  P e n s io n  L ia b i l i t y  P a y m e n ts  □ P ro je c t e d  A S L C C  L ia b i l i t y  P a y m e n ts

» I i  |  |  |  |  |  | i  |  |  |

2 0 0 4  2 0 0 6  2 0 0 8  2 0 1 0  2 0 1 2  2 0 1 4  2 0 1 6  2 0 1 8  2 0 2 0  2 0 2 2  2 0 2 4  2 0 2 6  2 '8  2 0 3 0

F is c a l Y e a r
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Case Study: The State of Wisconsin’s $1,794 Billion POB

Structure
Series A -  10 Year Bullet 
Series A -  Term Bond 2018 
Series A -  Terra Bond 2026 

Series A - Total
Scries B -  ARCs Unhedged (assumed rate o f 5.59%) 
Series B -  ARC Synthetically Fixed 

Series B -  Total

250.000.000
100.000.000 
^90,OQO.QQQ

S 850,000,000
S 349,700,000 

595.150.000 
S 944,850,000

Ratings

TOTAL GFAAB Issue S 1,794,850,000

Untnhanced
Enhanced
C orporate Equivalent: 
Credit:
Pricing Date:
Dated Date:
Call Feature:

A1/A+/AA- 
Aaa/AAAMAA 

Aal
General Fund Annual Appropriation Bonds of 2003

12/10/2003
12/18/2003

Make-Whole Call 2014 at Treasury Rate plus 12.5 bps

i f c l l l i s 35
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Case Study: The State of Wisconsin’s $1,794 Billion POB

Benefits

■ The State was able to fully fund its accrued pension and sick leave liabilities

■ The transaction generated substantial expected PV savings o f over $323 million or 22%

■ The State realized immediate cash flow savings and significant budgetary relief

■ An all-in true interest cost o f 5.804% for the entire transaction (assumes unhedged ARCs at 
5.59%)

■ The State reduced its overall 
financing costs by executed its 
first synthetic fixed rate swap o f 
$595 million with an all-in swap 
rate o f 5.47% (average life 25.24 
years)

■ First issuance o f ARCs issued at 
an initial rate o f 1.20% offer 
future financial flexibility

S t a t e  o f  A l a s k a   _________________
5 *+>
P i

Fiscal Y e a r



S t a t e  o f  A l a s k a

Case Study: The State of Wisconsin’s $1,794 Billion POB

Credit and Call Features

■ The bonds are backed by State appropriations as part o f the General Fund Annual Appropriation 
Bond credit; a new credit, which UBS help the State inaugurate. The key security features 
include:
—  M o ra l  O b l ig a t io n  —  S ta b i l iz a t io n  F u n d

— H ig h  P r io r i ty  P a y m e n t  S ta tu s  —  C a s h f lo w /D e b t  M a n a g e m e n t  T e c h n iq u e s

—  C o n t i n u in g  B u d g e t  A u th o r i ty  —  B o n d  I n s u ra n c e

—  A p p r o p r ia t io n  M e c h a n i s m

■ Underlying ratings o f (A1/A+/AA-) with a Moody’s corporate equivalent rating o f (Aal)

■ The entire issue was insured: Series A by FSA and Series B  by X L  Capital Assurance

■ A $32,935 million Stabilization Fund was established to protect against rising interest rates 
associated with the unhedged ARCs and which serve as additional security for the issue

■ The structure included a $250 million, non-callable, 10-year bullet. The State expects to 
refinance this entire amount in on or before 2013 with additional bonds that have already been 
authorized under the Indenture

■ Two term bonds (2018 and 2026) have an optional, make-whole call provision

■ Issue included nine subserics o f ARCs totaling $350 million, which provides the state with 
significant financial flexibility
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Case Study: The State of Wisconsin’s $1,794 Billion POB

Marketing

■ UBS managed a global offering plan. Clearance through DTC, Euroclear, and Clearstream. The 
Bonds are listed on the Luxembourg Stock Exchange

■ UBS coordinated and helped present at an International Roadshow, which included meetings in 
the United States, Germany and Ireland

■ In addition to UBS’s domestic capabilities, UBS’s global sales force helped set up in-person 
meetings with 17 institutional investors in Europe and UBS’s global roadshow coordinator helped 
ensure flawless meeting arrangement for the State and UBS bankers

■ UBS scripted and recorded a Bloomberg Electronic Roadshow for institutional investors in all 
market segments to use in considering the Bonds
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S t a t e  o f  A l a s k a

C a s e  S t u d y :  T h e  S t a t e  o f  I l l i n o i s 9 $ 1 0  B i l l i o n  P O B

R A T IN G S

R E L E V A N T  D A T E S

O P T IO N A L  R E D E M P T IO N  
T A X  S T A T U S  
P U B L IC L Y  O F F E R E D  
L IS T E D
G L O B A L  B O O K  E N T R Y  

A M O R T IZ A T IO N

SI 0,000,000,000 
S la te  of I ll in o is  

G en e ra l O b lig a t io n  Bonds 
Pension Fu n d ing  Series o f Ju n e  2003 (T axab le )

M o o d y ’ * 
C o r p o r a t e  E q u iv a le n t

A as
P r ic in g

June 5 , 2 0 03
N one
T axab le
U n ited  S tates , E u rope  and A s ia  
L u xem bou rg  S tock  Exchange 
D T C , C le a rs trc am  and E u roc lca r

Date Principal Mnklne 1 unit . foupon YM il ’ ,i Price 'Itinihinnrk: ' - Yield Spread I  1 1
June 1. 2008 50,000,000 2.500 2.522 99 897 5 Yr Note 2222 30 bps
June I, 2009 50,000.000 2.800 2.822 99 879 5 Yr Note 2 222 60 hjir
June 1, 2010 50,000,000 3.300 3 324 99.851 10 Yr Note 3.324 0 tips
June 1,2011 50,000,000 3.550 3.574 99 833 10 Yr. Note 3.324 25 bps
June 1,2012 100,000,000 3.750 3.754 99.968 10 Yr Note 3.324 43 bps
June 1.2013 100,000,000 3 850 3.874 99 802 10 Yr "ore 3 324 55 bps
June 1.2014 100,000.000 3 950 3.974 99.787 Yr. Note 3.324 65 bps
June 1,2015 100,000,000 4.050 4.074 99 773 10 Yr Note 3 324 75 bpi
June 1, 2016 
June t, 2017 
June 1.2018 375,000,000

100,000,000
125.000.000
150.000.000 4.350 4 354 99 955 10 Yr Note 3.324 103 bps

June 1. 2019 
June 1,2020 
June 1,2021 
June 1,2022 
June 1.2023 1.375.000.000

175.000.000
225.000.000
275.000.000
325.000.000
375.000.000 4 950 4.960 99.872 30 Yr Bond 4 380 58 bps

June 1,7024 
June 1,2025 
June 1. 2026 
June 1, 2027 
June 1, 2028 
June 1,2029 
June 1, 2030 
June 1, 2031 
June 1,2032 
June 1,2033 7.650,000,000

450.000.000
525.000.000
575.000.000
625.000.000
700.000.000
775.000.000
875.000.000
975.000.000

1.050.000.000
1.100.000.000 5 100 5 100 too 000 30 Yr Bond 4 380 72 bps

M u n ic ip a l
A a3

D a ted
June 12, 2 0 0 3

S&P
A A

D e liv e ry
June 12, 2 0 0 3

F itc h  R a tin g s  
A A  

F ir s t  In te re s t
D ec  1 ,2 0 0 3
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S t a t e  o t  A l a s k a

C a s e  S t u d y :  T h e  S t a t e  o f  I l l i n o i s ’ $ 1 0  B i l l i o n  P O B

510,000,000,000 
S ta le  o r I llin o is  

General Obligation Bonds 
Pension Funding S crie s  of June 2003 (Taxable)

S E C U R IT Y  G ene ra l O b lig a tion  o f  the State o f  I l lin o is

P U R P O S E  The  net p roceeds o f  the H onds w ill be used to ( i )  re im bu rse  the S ta le ’ s G enera l R evenue  Fund fo r  a p o rt ion  o f  the con tribu tion s m ade to  the
Retirem ent System s fo r  die last qua rte r o f  the S ta te ’ s fisca l year 2 0 0 3 , ( i i )  re im burse  the S ta te ’ s G en -ral R evenue  Fund  fo r  the S ta te 's  
con tribu tion s to the Re tirem ent System s fo r  the S ta te ’ s fisca l year 2 0 0 4 , ( i i i )  fund  a p o rtion  o f  the un funded  accrued  ac tua ria l lia b ility  
( “ U A A L " )  con tribu tion  rep resenting pension  bene fits  earned in p r io r years and ( i v )  pay o th e r costs inc lud ing  cap ita lized  interest and costs o f  
issuance.

A U T H O R IT Y  F O R  IS S U A N C E  The  B on d  Act, as amended by Pub lic  A ct 9 3 - 2 ,  w hich becam e e ffec t iv e  as o f  A p ril 7 , 2 0 0 3 , em pow ers the S ta te to issue and se ll up to 5 1 0
b il lio n  o f  gene ra l o b lig a lio n  bonds o f  the State, in c lud ing  the B ond s , fo r  the pu rpose  o f  fund ing  o r  re im bu rs ing  a p o rt io n  o f  the S ta te ’ s 
c on tribu tion s to the fo l low in g  re tirem ent system s: the State E m p lo y e e s ’ R e tirem ent System  o f  I l lin o is , the T each e rs ’ R e tirem en t System  o f  the 
State o f  I l lin o is , the S tate U n ive rs itie s  Re tirem ent S ystem , the Judges R e tirem en t System  o f  I l lin o is , and the G ene ra l A ssem b ly  R e tirem en t 
S ystem . In  add ition  to  the G O  Pension  Fund ing  B ond s , the B ond  Act au thori ses the State to issue and se ll d irec t, gene ra l o b lig a tion s  o f  the 
State, in  the aggregate am ount o f  a p p rox im a te ly  S 1 7 .7  b i l lio n  (e xc lu d in g  re fund ing  bonds).

S T A T E  O F  I L L I N O I S  fu r s u a n l to tlie  I l lin o is  P en 1 ion C od e , as am ended , the S ta le  is respon sib le  fo r  fund ing  em p loye r con tribu tion s o f  the R e tirem en t System s, f l i c
R E T IR E M E N T  S Y S T E M S  State cu rren t ly  m akes paym ents lo  the R e tirem ent System s on  an annua l basis, consisting o f  ( i )  un funded  accrued ac tu a ria l lia b ility , and ( i i )  a

con tribu tion  rep resen ting  the S ta le 's  ob lig a t io n  fo r  its share o f  the costs o f  v a riou s cunen t bene fits . A s o f  June 3 0 , 2 0 0 2  (the m ost recen tly  
c om p le ted  fisca l year o f  the S ta te ), the Retirem ent System s had an aggregate m em bersh ip  o f  3 1 1 ,7 0 7  active m em bers. 1 6 8 ,3 4 1  inactive 
m em bers en titled  to  bene fits and 1 4 7 ,9 5 6  re tired  m em bers and bene fic ia ries . A s o f  June 3 0 , 2 0 0 2 ,  based upon the m ost recent a v a i la b le  
ac tua ria l va lu a tion  o f  the Re tirem ent System s, the a c tu a ria lly  de te rm ined  accrued liab ilit ie s  o f  the Re tirem ent System s w ere ap p ro x im a te ly  
5 7 5 .2  b i l lio n , the fa ir m arke t va lue  o f  the ir assets was app rox im a te ly  5 4 0 .3  b i l lio n , and the aggregate U A A L  w ith  respect to the Re tirem ent 
System s was app rox im a te ly  5 3 4 .9  b illio n .

R O A D SH O W

I

■ Transac tion  was considered  a fu ll p ub lic  o ffe r in g  in the U n ited  S ta les . E u rope and Asia

■ There  were certa in  restric tions in certa in coun tries (e .g ., U n ited  K in gd om , F rance , the N c h e r la n d s , S ingapo re  and Japan ) s im ila r to U .S . 
B lu e  S k y  law s



^ S t a t e  o f  A l a s k a

Case Study: The State of Illinois’ $10 Billion POB

$10,000,000,000 
S t a t e  o f  I l l i n o i s  

G e n e r a l  O b l i g a t i o n  B o n d s  
P e n s io n  F u n d in g  S e r i e s  o f  J u n e  2 0 0 3  ( T a x a b le )

T IM ETABLE

MARKETING

Wednesday, 5/21/2003 
Thursday, 5/22/2003

Week of 5/26 
Thursday, 5/29/20C3 
Friday. 5/30/2003

Tuesday, 6/3/2003

Wednesday, 6/4/2003

Thursday, 6/5/2003

Monday, 6/9/2003 
Thursday, 6/12/2003

Actisits
POS Distributed Elecronically 
POS Distiibuted in Hi rd Copy 
Bloomberg Roadshow 
Ratings Received
Structure Wire Released to Syndicate
Call with State to Discuss Execution Detail
Call with Syndicate to Discuss Schedule/Process
Price Views Solicited from Management Team
Price Views Distributed to State
Final Sign Off l._m tlte State on Price Guidance
Call with Joint Leads lo Discuss Price
Deal Announced (Official Price Guidance). Books Opened for Indications 
Close Book
Call with State lo Discuss Order Book
Launch Transaction with Any Size, Structure or Pricing Adjustments (Final Price Talk) (Verbal Award)
Complete Allocation Process
Give Allocations to Investors
Determine LIST'; Sales Against Cus nmer Allocations
Price Transaction (Final Price)
Sign BPA 
Mail Final OS 
Settlement

Principal* 0 ”  UBS Orders -  Total Orders , I BS %
June 1.2008 50,000,000 29,950,000 118,205,000 25.3*/.
June 1,2009 50,000,000 2,500,000 20,000,000 12.5%
June 1,2010 50.000,000 229,500,000 879,500,000 26.1%
June 1,2011 50,000,000 277,500,000 999.250,000 27.8%
June 1,2012 100,000,000 411,500,000 1 471,500,000 28.0%
June 1,2013 100,000,000 376,550,000 1,068,340,000 35.2%
June 1, 2014 100,000,000 219,000,000 357,000,000 61.3%
June 1,2015 100,000.000 271,000,000 523,400,000 51.8%
June 1,2018 375,000,000 270,000,000 646,225,000 41.8%
June 1,2023 1.375,000.000 3,091.285,000 9,751,220,000 31.7%
June 1.2033 7,650,000,000 8,580,300,000 20,256,650,000 42.4%

10,000.000.000 13,759,085,000 16,09I,2"0,000 38.1%
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S t a t e  o f  A l a s k a

Case Study: The State of Illinois’ $10 Billion POB

SI 0,000,000,000 
Scale o r  I ll in o is  

G ene ra l O b lig a t io n  Bonds 

Pension Fu n d in g  Series o f Ju ne  7003 (Taxab le )

S Y N D IC A T E I r o I c  •  . .♦ '
N iim c

Jo in t B o o k -R u n n in g  M anager B ea r S team s
J o in t  B o o k -R u n n in g  M a n a g e r U B S  F in a n c ia l S e rv ic e s  In c .
C o -S e n io r  M anager A B N  A M R O
C ( '- S e n io r  M anager C it ig roup
C o -S e n io r  M anager G o ldm an  Sachs
C o -M a n a g e r (G ro u p  1) L o o p  C ap ita l M arkets
C o -M a n a g e r (G ro u p  1) M e r r i l l L ynch
C o -M a n a g e r (G ro u p  1) R B C  D a in  Rauscher
C o -M a n a g e r (G ro u p  1) R am ire z  & C o .
C o -M a n a g e r (G ro u p  1) S iebe rt B ran fo rd  Shank &  C o .
C o -M a n a g e r (G ro u p  2 ) A pex  P ry o r  Securities
C o -M a n a g e r (G ro u p  2 ) C ab re ra  C ap ita l M arke ts
C o -M a n a g e r (G ro u p  2 ) F irs t M idsta te  Inc.
C o -M a n a g e r (G ro u p  2 ) M e lv in  Secu rities
C o -M a n a g e r (G o  ip 2 ) S B K - B r o o k s  Investm ent C o rp .
C o -M a n a g e r (G ro u p  2 ) W ach ov ia  B an k , N .A .
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POB Disclaimer

The projected savings contained in this analysis arc reflective o f various structuring, bond, and interest rate assumptions as well as 
forward looking actuarial assumptions regarding the Public Employees’ and Teachers’ Retirement Systems.

The expected savings shown are contingent upon a consistent assumed annual rate of return o f investments for PERS/TRS over the 
life o f  the bond deal, among other assumptions. In addition, UBS has incorporated an assumed unfunded actuarial accrued liabilities 
(UAAL) paydown schedule that was obtained and/or derived from credible, publicly available sources, upon which expected savings 
are calculated.

Changes in PERS/TRS’s underlying assumptions, including but not limited to, mortality, sa la^ , amortization method, actuarial cost 
method, asset valuation method, payroll increase, statutory UAAL contribution rates, benefits levels, cost-of-living adjustments 
(COLAs), term o f UAAL amortization as well as the effects o f  “income smoothing,’’ will have cither a positive or negative effect on 
any future funding deficits or surpluses.

I here i. no guarantee that any projected savings will be realized, nor thai PERS/TRS will not accrue a new UAAL after the issuance 
o f the bonds, even if  the portfolio o f investments cams the expected actuarial rate o f return and the expected UAAL paydown schedule 
is realized for the life o f the bond deal.

Please consult your financial advisor and/or actuary regarding these issues and risks.
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A L A S K A  R E T I R E M E N T  M A N A G E M E N T  B O A R D

January 12-13, 2006 M E E T I N G  (Tape Log) Page I

Tape No. Speaker Subjeci

January 12-13, 2006 
Juneau. Alaska 
Goldbelt Hotel. Egan Drive

ALASKA RETIREMENT M ANAGEM ENT BOARD (WORK SESSION) MEETING

ARM BOARD MEMBERS picsent: Martin Pihl, Gail Schubert, William Corhus. Sam Trivette, Gayle Harbo, 
Scott Nordstrand, Larry Semmcns, Michael Williams

ARM BOARD MEMBERS absent: John Roses

STATE R EV EN I’E STAFF: Gary Bader (CIO), Judy Hall, Bob M itchell, Tom Boutin, Susan Taylor 
ADMIN and R&B STAFF: Melanie Millhorn, Traci Carpenter. Kevin Brooks

IAC MEMBERS PRESENT: Dr. Jerrold Mitchell, Dr. William Jennings

OTHERS PRESENT: Rob Johnson (ou .ide legal counsel); Michael O 'L eary , Callan Associates; Clark
Gruening, Don Gottschall, Michael Kirk. Chester Johnson (State Financial Advisor), Cynthia Weed (State bond 
counsel), Jeffrey Sin/ (M unicipality o f Anchorage); Kevin Richie (AK Municipal League); Mike Barnhill (A G ’s 
Office); Don Gotschall; Kristin Erchingcr (City o f Seward); Derek M iller (Rep. Kelly Aide); Jack Kreinhedcr 
(OMB); Cindy Spanyers (A PEA /A FT); Donn Stewart (DOA Personnel)

Tape I, Side A 
Thursday, January 12, 2006

Start Time: 9:00 a.m. 
0  Roll call

Trivette
Schuben

Michael Kirk </

Schubert
Trivette
Harbo

Harbo, Nord, Pihl, Schubert, Semmens, Trivette, Williams.
Public meeting notice rqmt. met 
Agenda
Harbo motion, Semmens 2nd.
Letter to add.
Approved.
Public Appearances.
Ret 20 yrs from teaching. I first brought to actuary 's attn that assumptions 
are from 1930s. Longevity - how long to work, how much they contribute, 
how long they benefit. "Nothing comes from nothing." Experience nationally 
shows I did know what I was talking about. "From many comes one." Many 
contribute to my retirement? Make it fit.
M inutes.
Moved.
2nd.
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Schubert Technical corrections I’ll give to staff, if no objection
M otion passed without objection. -

7 Pension O bligation Bond Panel / t i f ? & * A ty
Micnael O 'L eary , Chester Johnson. Cynthia Weed, Jeffrey Sinz (intros by 
Tom Boutin) P F

O 'Leary Start with 1st presentation...(overhead slides)
(Bill Corbus arrived at 9:10 a.m .]

"You pays me now or you pays nie late - true for pension obligation bonds.
12 Pg 2 - topics that Tom asked me to focus attention.

Pg 3 - Have to address, earnings lost because of underfunding, not just 
underfunding. Actuary assi rning assets are there to earn income every year.
If sponsor issues bonds, inn tediately system is less underfunded, generating 
earnings. Somebody has to pay cost of bond service. No guarantee system 
will earn expectations. If it doesn’t, then sponsoring entities will have to pay 
debt costs, plus continuing tc ay normal cost o f pension system, plus future 
potential unfunded liability.

14 Pg 4 - use of leverage...double edged sword.
If you look at young pension plan, young work force, liabilities way out 
there, that fund has very long term investment horizon. Could have a very 
aggressiv. investment policy. But workforce in their 40s, shorter horizon for 
open plan. Corpus is large...little less aggressive policy is considered 
reasonable. But for closed plans, that's  not true. No new benefits being 
earned, should be comparatively conservative policy.

20 July 1, 2006 - no new participants go into PERS system .^liave to ne a huge
infusion of contributions going in. Dollar cost averaging. Somewhere down 
the road it will be appropriate to shift to more conservative policy. If in 
bonds exclusively, what would be appropriate discount rate? 4% , 5%? What 
would be effect on liabilities if discount rate was 4-5%? Liabilities would 
rise. Every % rise in the discount rate would be a 10-12% rise in liability 
rale. Actuaries always offer caveat based on discount rate...

25 Pihl Aggravated by cashflow going out?
O ’Leary It’s ok to have 0 balance at end o f life o f plan. Just showing you the

implications of bond obligations, sponsors are making payments.
Pg 5 - from initial meeting. W here PERS and TRS are along efficient 
frontier. Most plans are somewhere near where you are.

28 Leverage from an employer perspective - pg. 6. Issuance o f pension
/ obligation bonds - levers their contributors’ risk. Fact of life, like mortgages.

V f The debt service on pension obligation bond is fixed, therefore less flexibility 
on that portion o f the pension cost. More variable - in addn to that fixed 
payment, you continue to make normal cost distributions, plus unfunded 
liability. If fund earns more than borrowing costs... If fund earns less than 
borrowing costs, New Jersey example o f bad experience. Reallv don’t know
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the answer until bonds are paid off.
34 Pg ? How dees it impact asset allocation from strategic perspective -

shor.ldn i have significant effect. Probably shouldn’t be altered. However, 
your risk tolerance may be different... May wish to rein in the volatility a 
bit. Others ma> cl you can afford a little more volatility to make more 
money, reduce pension cost. If someone invested in 2002, when market was 
in free fall...short term result would be poor, look like it was exacerbating 
problem , even though it would help in long term. Private equity investments 
are periodic with good GPs. where to invest in interim. Have a transition 
target maybe.

38 Pg 8 - PERS and TRS case, investment proceeds would be considerable.
Pg. 9 - 2nd bullet point, cash flow pattern would change, planning liquidity 
needs more an issue.
Pg 10 - What if scenario for Alaska. If issued POBs 3 years ago, you would 
have been better off If done 5 years ago, would have been a loser (so far).

41 In terms o f target, should an obligation get to 100% funded r - some lower
level? Some say 90% would be better... political dynamic

T ape 1, Side B (9:45 a .rr .)
0 Chester Johnson (State Financial Officer) (no handout or overhead material) >’ell a s to ry ..." it’s

J. simply a m iracle." To emphasize the point that to borrow money is never a
miracle. C an’t r lake something out o f nothing. POB can be used in certain 
circumstances, but to borrow to lessen the size o f an unfunded liability can 
work (and did work in 90s) but can it work way out in the future. What 
rating agencies and honest brokers say about PO 3s...som etim es there are no 
other choices. New Jersey, llinois exam ples... C oncerns that rating agencies 
have about use o f POBs...debt paid out o f Ge lFunds, immediately affects 
debt rating o f fund. Market risk - will market return disappoint and make 
problem worse? Conversion o f a soft liability into a hard one. Govt can’t 
miss a debt service payment, but can miss a pension payment. Increased 
pension liability, addl debt can push aside other capital projects. Is 100% 
funded position a good idea? Many analysts have reservations about 100% 
funded, creates incentive for govt to give addl benefits. Even research staff 
o f  investment bankers have written about credit problems with POBs. 
U B S...sees it as credit negative, reduces long term operating capability.

10 Is AK in trouble credit wise because o f size o f unfunded liabilities? Fitch
says that declines were consistent with general equity market trends. S&P 
says state is allocating $$ to cover burden o f employers. M oody’s 
says...som e concern, state has addressed by DCP for future employees. 
Lessened by retiree medical benefits included.
What does it suggest? AK has AA rating, strong credit position. Unfunded 
pension liability o f AK is in the pack, doesn’t stand out from others, even tho 
AK offers health benefits. AK not in position to use POBs...
But if decision to use POB as state or local levels, structural issues. Bonds
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15

18 Schubert 
Audience

19 Schubert 
Break at 10:02 a.m . to 10:22 a.m .
20 Cynthia Weed

are taxable. Foreign purchasers have been active in POB market. 
...callability  o f bonds after a certain tt o f years...
Circumstances that POBs would be issued in future: revelries are still 
recovering from economic slow down. Facing rising interest rate 
environment =  lower investment return. D on 't know how economics will 
stand up over life of bond issuance. Question whether market risk is worth 
it.
Is there committee hearing?
My colleague still not here yet, he’s at hearing.
Break now for 15 mins.

23

27

|Backup 2A]

Semmens
Weed

T ape 2, Side A (10:40 a.m .) 
0 Weed

Jeffrey Sinz

State Bond Counsel (with Preston Gates Ellis LLP)
Legal Issues
Starting with presumption that you’ve decided to do POBs, and if we could, 
how would we do this. Definition o f deb t... State constitutional issues: need 
voter approval.
Local general obligation bonds for pension obligations: also requires voter
approval. TY  O  II
Revenue debt public organizations as alternative. ±A  ^  * 11
Debt that is not really debt - structuring ideas. Certificates o f participation. 
Lease and lease back obligations. Not debt for constitutional purposes. State 
retains right to walk away from facility and not make paym ents..holders of 
COP would not be happy but no recourse.
Anchorage example: has powerful rep in WA, DC. Tax exempt debt and 
taxable borrowing in early 1990s. One mechanism that might be available to 
do pension financing. ^
MB 278 - Give Bond Bank authority to issue bonds... source of repayment 
o f bonds? For employers? How I see it - if bond bank issues bond on behalf 
o f local governm ent...subject to constitutional limitations.
Might be able to use lease and leaseback structure... How that 
w orks...consolidate debt to get access to the market. Moral obligation o f the
state to fund a reserve if there was a shortfall in the Bond Bank. This idea
would change... Intercept concept - 
Only if you’re receiving $$ ...
Yes.

Other Options - Constitutional A m endm ent...rainy day fund. Dollar 
sw itching...from  other projects.
Conclusion: no perfect solution. Read G FO A.org - active committee working 
on pension funding, resources on website, qns you should ask before gel” * 
into a program.
C hief Fiscal Officer, Muncipality o f Anchorage (overhead presentation) 
Important issues to employers in state, as well as taxpayers o f local
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9
12

15

19

26

29 Schubert
Williams 
Sinz 
Weed

Sinz
31 Williams

Johnson

36

38 S em ren s

Johnson 
40 Semmens

Subject

governments.
Speak strongly from alternative position. POBs are good tool, premature to 
dismiss them because o f limited options. Array o f perspectives on this issue, 
mine is local employer perspective. No opportunity for local govts to act 
independently, but is potential to work through POBs. PERS is statewide 
system, should be addressed in statewide way. ANC doesn’t want to have to 
act alone.
Fond o f word "substitute’’. Introduction page - reads points... 
Challenge/Opportunity... one response was SB 141. creation o f Tier IV. 
Another is increasing contribution rates.
PERS Challenge/Opportunity...
Anchorage Challenge... $462 million shortfall in PERS. Translates for ANC 
taxpaper when implemented is 2 mills or $500 a year addl property taxes. 
Significant
Anchorage O pportunity...slightly more conservative view o f the world. 
Current Risks. Financial - earnings, market trends (timing), ratings, risk. 
Administrative risk - accounting, investment management (undefined policy 
question), cost allocations, plan flexibility (what to do with excess proceeds). 
Legai - isn 't clear to us al this point. Need clarity. Political - ANC doesn’t 
want to be ahead of the curve.
Summary: financial impacts are real, substitution o f lower pension debt can 
reduce cost, access to pension debt markets are u n clea i..., and MB 278 is 
step in right direction but not ready to go in its current state.
MOA hasn’t reached decision on POB yet, but believe that research done to 
date should be fully explored.
Thank presenters. Questions now.
M OA ’s ability to issue GOBs, is local voter approval required?
D on’t know. Appropriation debt o f some form,
What they have done so far hasn’t been subject to voter approval. Haven t 
seen all the ideas yet.
Mayor would make call.
Johnson - negative about booking a liability. Govt acctg standards coming to 
disclose unfunded liabilities, so raters will count that for AK.
Debt and assets ratio to com pute...com pared on a national basis. Debt 
Computation does not include liability for pension funding.
Neither Fitch or S&P commented on A K ’s situation. Health ta re  counted in 
state’s obligation, concerned about that. May cause other state’s to include 
H C in their computation. AK less concern about unfunded liability at this 
point
If nothing is done, municipality could have contribution o f close to 30%, 
affect rating ability to repay debt?
As % rises over time, underlying credit characteristics deteriorate.
Why would MOA do this? Hardship on municipality?
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Sinz
Tape 2, Side B (11:23 am)
0

11

13

16

18

Sinz

Trivette
Sinz
Trivette
Sinz
Nordstrand
Sinz
Nordstrand
Pihl
Sinz

Pihl

Sinz
Millhorn
Johnson

O ’Leary 
BMitchell 
J Mitchell

Harbo

O ’Leary

2 0

Bader
johnson
Trivette
Johnson
Schubert

O ’Leary

Schubert

Local impact on tax rate. MOA has tax limitation in its charter 
Backup 2B, 4 mins.

Tax increase taker up space that could be used lor other projects... Will keep 
on reviewing until we reach conclusion about POBs.
At cap now? Will have to reduce $$ elsewhere? Yes.
60% of operating budget is labor.
Mav have to get rid of employees?
Yes.
Financial impact on household, what is reduction of different calculation? 
20% of $500 would be shaved v'ff.
26% instead o f 28.6% .
What contribution rates have gone from, dramatic.
Magnitude o f the pioblem  from afar doesn’t look that bad. But looked at 
from local level, these numbers are defensible.
We had contribution rates that were way under what they should have been 
to support the pension plans we have, that’s part o f the problem.
Radically different than it is today.
C al’ability of different bonds - sounds like w e’d want that. What is cost?
In tax exempt market, ability to call bonds after 10 yrs at no premium. 
Perception is you should do that to maintain flexibility. In taxable market 
tends to be bigger penalties for calling bonds.
What is premium on untaxed bonds?
Varies, not trivial.
D on’t look at either you do or don’t do, but it could be a quiver, go from 70 
to 80% or 85% , use as an experiment to see how it works.
D oesn’t address rising health care costs. POBs analogous to paying o ff CC 
debt by home equity loan. How do you allocate $$ that comes in all at once? 
Most common answer is to invest it immediately per policy, but difficult to 
do. Think it through before you get the $$. check risk preferences. 
Approaches vary...
Curious about how much is available once all expenses are paid?
Size o f bonds matters. Maximum 2% down to 1 % for larger amount.
No of years?
25-30 years. Usually m atches...
Do POBs have any advantage over increasing equities over fixed income, less 
risk?
D on’t know right off. Thought process, which has more risk ... Some plans 
get more risky trying to make up earnings for unfunded liability. Interesting 
question.
Concluded presentations. Thank you.

Schubert Chair Report.
I met with 2 commissioners, discussed committee memberships. Do next
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mtg. I testified at Ways and Means Committee by teleconference, as well as 
others. Also Report to Leg Committee, w e’ll do that later Letter from Sen. 
Kim Elton in packet - to calculate costs for Tier III and VI employees. Leave 
that to staff to respond to Senator.

23 Schubert Recess for lunch now.
End o f Tape 2, Side B
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SUDJKCT:

TO:

FROM:

Municipal bonds for pension plans (Work Order 24-LS1458)

Representative Bruce H. Woyhruuch

Tnnium Brandi Cook 
Director '/f i ^y

You ask whether siate law prevents municipalities from -ssuing pension bonds I 
understand that these bonds are to be paid for from the general revenue of the 
municipality. If (he Ixinds create a general debt of a municipality, Jikc a general bond 
issue, they arc subject to the limitation on acquisition of debt by municipalities under 
Ail. IX, see. 9 of the stale constitution. (See Village of Chefornuk v, Hooper Bav Constr. 
c?-.. 758 I’ 2d 1266 (Alaska 1988))

A lt IX. sec. 9 states in full: "No debt shall be contracted by any political subdivision of 
the Slate, unless authorized for capital improvements by ils governing body and ratified 

y L  by n majority vote of those qualified lo vote and voting on the question." Note that this 
tyjio of debt may not he used to finance pension plans because its use is limited to capital 
improvements. U'itv of J uneau v. Hixson. 373 P.2d 743 (Alaska 1962))

An. IX. see. ID permits borrowing to meet appropriations for n fiscal year, but this type 
of interim bonowing must he paid before the end of the next fiscal year. It could only be 
used lo lund a pension plan on a short term basis. Other exceptions to the restraint on 
borrowing arc found in Ait. IX, see. 11, but it is nol obvious to me how these exceptions 
might he used to fund pension plans. That section provides:

SECTION II. Exceptions. The restrictions on contracting debt do not 
apply to debt incurred through the issuance of revenue bonds by a public 
enterprise or public corporation of the Stale or a political subdivision, 
when the only security is the revenues of the enterprise or corporation.
The restrictions do not apply lo indebtedness to be paid from spcciul 
assessments on the liencfiicd property, nor do they apply to refunding 
indebtedness of the State or its political subdivisions.

For examples of creative stale funding methods lhat have been upheld by the court see 
Myers, V. Alaska I (odsinp. Finance Coin.. 68 P.3d 386 (Alaska 2003) involving the sale of 
the right to future payments fror.l the tobacco settlement to secure revenue bonds, and 
Clarrjjoltst-Cin Properties v, State. 899 P.2d 136 (Alaska 199.5) involving the issuance and 
sale ol certificates ol participation in a lease-financing arrangement.
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If I If R frtOM IHf GOVERNOR

IHE BONO BANK A » !'*«  V ~ + W ° ' /

/ / /  f / / /,y' r/
G o v e r n o r  F r a n k  FI. M u r k o w s k i

December 2005
Dear Alaskans:

ll seems that too often, whether through over-regulation or bureaucratic 
inefficiency, government hinders rather than helps construction of sound economic development or public works projects.

I am proud to present the Alaska Municipal Bond Bank Authority as a great 
example ol government getting it right. The job of the authority is to help 
municipalities. This report shows that in fiscal year 2 )05 the authority issued S 123.0 
million in bonds and provided direct savings of $16.7 million to Alaska municipalities

lake advantage of the Bund Bank's high credit ratings Because bonds issued by the 
authority are backed by the moral obligation of the state, they have higher credit 
ratings than bonds issued by most Alaska municipalities.

In fiscal year 2005, bonds sold by the authority financed school construction in 
Kodiak, Petersburg, Sitka, and Ketchikan: harbor improvements in Adak: a hospital in 
Junvau; street improvements in North Pole; ar.d a new ice rink in Palmer It also 
financed roof repairs for Anchoiage's Performing Arts Center and refinanced 
outstanding bonds for savings to Haines. Palmer, Ketchikan, Fairbanks, Cordova, 
Sitka. Unalaska, and Ihe Northwest Arctic Borough.

My administration has made a concerted effort to maintain the slate s credit 
ratings over the past three years. The payoff for fiscal discipline, curtailing the use of 
debt, and laying the groundwork for a long-term fiscal plan has been a return to stable 
credit ratings. In the case of the Bond Bank, this has resulted in a credit upgrade to 
A1 from Moody's Investors Service in fiscal year 2005. It is gratifying to sec these 
efforts converted to real aiui mcasuraole savings for Alaskans throughout their 
municipal governments.

Our job is nol finished. Economic and resource development through improved 
infrastructure and efficient government continue as a main focus of my 
administration.

The benefits of the effort come in greater opportunities for Alaskans to find the 
careers needed to raise families and enjoy the great bounty of the Last Frontier.

Local governments sell their bonds to the authority to achieve lower costs and

Frank H. Murkowski 
Governor

ALASKA Ml  N 1C 11* AI ii > \  b V  I l l u K I M
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IE 1 IE R  FROM IH E CHAIRPERSON

I<> i l l  A la s k a n s :

I h e  \  i r  2 0 0 5  m a r k e d  t h e  3 0 t h  y e a r  o f  e x is t e n c e  f o r  t h e  A la s k a  M u n i c i p a l  B o n d  B a n k  A u t h o r i t y  

( B o n d  B a n k ) .  S i n c e  i t s  i n c e p t i o n  in  A u g u s t  o f  1 9 7 5 ,  t h e  B o n d  B a n k  h a s  h e l p e d  A l a s k a n  c o m m u n i ­

t ie s  s e c u r e  o v e r  S H O O  m i l l i o n  d o l l a r s  i n  f i n a n c i n g  f o r  p u b l i c  w o r k s  p r o j e c t s  t h a t  h a v e  i m p r o v e d  t h e  

s t a n d a r d s  n f  h e a l t h ,  s a f e t y  a n d  e d u c a t i o n  f o r  o u r  c i t i z e n s .  T h e  m u n i c i p a l i t i e s  u s i n g  t h e  s e rv  ic e s  

o t  t h e  B o n d  B a n k  h a v e  r e a l i z e d  s i g n i f i c a n t  s a v in g s ,  r e d u c i n g  t h e  b u r d e n  o n  t a x p a y e r s  t h r o u g h o u t  

t h e  s t a t e .

I h e  B o n d  B a n k  w a s  c r e a t e d  t o  a s s is t  A l a s k a n  c o m m u n i t i e s  is s u e  b o n d s .  S o m e  c o m m u n i t i e s  s im p le  

la c k  f a m i l i a r i t y  w i t h  t h e  f i n a n c i a l  m a r k e t s ,  o t h e r s  s e e k  t o  «• ' c e  t h e  c o s t  o f  i s s u i n g  b o n d s ,  a n d  

s o m e  m u n i c i p a l i t i e s  f i n d  t h e )  c a n  g e t  b e t t e r  t e r m s  o n  h o >  -a le d  b y  t h e  B o n d  B a n k .

I h e  B o n d  B a n k  r e a l iz e s  s a v in g s  f o r  c o m m u n i t i e s  i n  a n u m h c i  o f  w a y s .  W e  p o o l  b o n d s ,  s e l l i n g  

m u c h  l a r g e r  is s u e s  t h a n  a n y  o n e  c o r n u  u n i t y  w o u l d ,  t h e r e b y  c r e a t i n g  e c o n o m i e s  o f  s c a le .  B e c a u s e  

o l  o u r  l e v e l  o f  a c t iv i t y ,  v ie  c o n t r a c t  f o r  p r o f e s s io n a l  s e r v ic e s  a t  a l o w e r  c o s t  t h a n  c o u l d  le s s  a c t iv e  

b o n d  is s u e i s. T l i e  B o n d  B a n k  a ls o  h a s  a b e l t e r  c r e d it  r a t i n g  t h a n  is  av a i l a b l e  t o  m o s t  c o m m u n i t i e s ,  

r e s u l t i n g  in  l o w e r  i n t e r e s t  r a te s .

T h e  B o n d  B  , n k  p r o v i d e s  s e n  ic e s  t o  u r b a n  a m i  i u r a l  c o m m u n i t i e s  in  ev e n - r e g i o n  o f  t h e  S t a t e  as 

d e m o n s t r a t e d  b y  a re v  i e w  o f  t h e  f i n a n c i a l  i n f o r m a t i o n  t h a t  f o l l o w s .

B e g i n n i n g  i n  19 7 ” . t h e  B o n d  B a n k  h a s  r e m i t t e d  t o  t h e  S t a t e  o f  \ l a s k a  a n n u a l  i n v e s t m e n t  e a r n i n g s  

i n  e x c e s s  o f  o p e r a t i n g  n e e d s .  \ t  S 2 6 . 9  m i l l i o n ,  t h o s e  r e m i t t a n c e s  n o w  e x c e e d ,  b y  o v e r  5 8 . 3  m i l ­

l i o n .  t h e  S i 8 . 6  m i l l i o n  a p p r o p r i a t e d  b y  t h e  S t a t e  o l  \ l a s k a  t o  t h e  B o n d  B a n k  b e t w e e n  t h e  y e a r s  

1 9 7 b  a n d  1 9 8 b .

f i s c a l  v c . 2 0 0 5  saw  a c o n t i n u a t i o n  o f  t h e  t r e n d  o f  in c r e a s e d  u s e  o f  t h e  B o n d  B a n k .  S i x  s e r ie s  o f  

iw in d s  w e r e  is s u e d  f o r  S I M  m i l l i o n  f o r  f o u r t e e n  A l a s k a n  c o m m u n i t i e s .  B o n d  B a n k  p a r t i c i p a t i o n  

i n  t h e s e  t r a n s a c t i o n s  is  e s t i m a t e d  t o  h a v e  s a v e d  o v e r  S I 6 .  m i l l i o n .

T h e  B o n d  B a n k  is  i n d e e d  a n  id e a  t h a t  w o r k s  a n  e x a m p l e  o f  t h e  b e n e f i t s  t i t  a  c a n  b e  r e a l i z e d  

t h r o u g h  g o o d  g o v e r n m e n t .

I n  a c c o r d a n c e  w  i t h  A l a s k a  S t a t u t e  4 4 . 8 5 . 10 0 ,  w e  r e s p e c t f u l l y  s u b m i t  t h e  a t t a c h e d  y e a r  2 0 0 5  r e p o r t  

o f  t h e  a c t iv i t i e s  a n d  f i n a n c i a l  c o n d i t i o n  o f  t h e  B o n d  B a n k .

W e  h o p e  y o u  s h a r e  w i t h  is  o u r  p r i d e  in  t h e  B o n d  B a n k 's  a c c o m p l i s h m e n t s  t h i s  o u t s t a n d i n g  

y e a r .

S in c e r e ly ,

R .  I ) e s m o n d  M a y o

in ii "> \ \  \  I W Rl I’ORF
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I h e  B o n d  B u n k  is  a p u b l i c  c o r p o r a t i o n  t h a t  a id s  

A l a s k a n  c o m m u n i t i e s  b y  i s s u i n g  b o n d s ,  a n d  u s i n g  t h e  

p r o c e e d s  t o  p u r c h a s e  t h e  m u n i c i p a l i t i e s ’ g e n e r a l  o b l i ­

g a t i o n  a n d  r e v e n u e  b o n d s .  I t  c o m m e n c e d  o p e r a t i o n s  

in  A u g u s t  I ‘> 7 5 .

T h e  B o n d  B a n k  h a s  a le g a l  e x is t e n c e  i n d e p e n d e n t  o f  

a n d  s e p a r a t e  f r o m  t h e  S t a t e  o f  A la s k a .  B o n d s  is s u e d  

b y  t h e  B o n d  B a n k  a r e  p a y a b l e  o n l y  f r o m  B o n d  B a n k  

f u n d s .  T h e  S t a t e  h a s  p l e d g e d  i t s  m o r a l  o b l i g a t i o n  t o  

t h e  m a i n t e n a n c e  o f  a d e b t  s e r v ic e  r e s t i v e  f o r  a l l  o f  t h e  

B o n d  B a n k 's  b o n d s .  ( F o r  m o r e  i n f o r m a t i o n  p le a s e  s e e  

N o t e s  t o  F i n a n c i a l  S t a t e m e n t s . )

T h e  p o w e r s  o f  t h e  B o n d  B a n k  a r e  v e s t e d  in  i t s  B o a r d  

o f  D i r e c t o r s .  I h e  m e m b e r s h i p  o f t  h e  B o a r d  c o n s is t s  o f  

f iv e  d i r e c t o r s  r e p r e s e n t i n g  b o t h  t h e  p u b l i c  a n d  p r i v a t e  

s e c t o r .  T h e  t h r e e  p r i v a t e  s e c t o r  b o a r d  m e m b e r s  a r e

a p p o i n t e d  b y  t h e  G o v e r n o r  a n d  s e r v e  f o u r - y e a r  t e r m s .  

T h e y  a r e  j o i n e d  o n  t h e  B o a r d  b y  t h e  C o m m i s s i o n e r  o f  

R e v e n u e  a n d  t h e  C o m m i s s i o n e r  o f  C o m m e r c e ,  C o m ­

m u n i t y  &  E c o n o m i c  D e v e l o p m e n t  ( o r  t h e i r  a s ; ig n e d  

r e p r e s e n t a t iv e s ) .

T h e  B o a r d  o f  D i r e c t o r s  o p e r a t e s  i n  a c c o r d a n c e  w i t h  

t h e  B o n d  B a n k  A c t  ( A S  4 4 . K 5 ) ,  i t s  p u b l i s h e d  r e g u l a ­

t i o n s  ( 1 5 \ A (  11 F 4 )  a n d  it s  b y - l a w s .  T h e  b o a r d s  m a i n  

r e s p o n s i b i l i t y  is  t o  a p p r o v e  b o n d  is s u e s .

T h e  B o n d  B a n k  m a y  n o t  is s u e  r e v e n u e  b o n d s  i n  e x c e s s  

o f S 7 5  m i l l i o n  i n  a n y  f is c a l  y e a r  u n le s s  t h e  A la s k a  L e g ­

i s l a t u r e  a p p r o v e s  a g r e a t e r  a m o u n t .  T h e  B  >nd  B a n k  is  

f u r t h e r  r e s t r i c t e d  t o  a l i m i t  o f  $ 5 0 0  m i l b o n  o f  b o n d s  

o r  n o t e s  o u t s t a n d i n g .  .A s  o f  J u n e  5 0 ,  2 0 0 5 ,  o b l i g a t i o n s  

t o t a l e d  $ 4 0 0 . 4  m i l l i o n ,  a l l o w i n g  f o r  a d d i t i o n a l  b o n d  

is s u a n c e s  o f  a p p r o x i m a t e l y  $ 9 0 . 6  m i l l i o n .

p J - A S * / ,

M \ S K  \ Ml  \ l (  | P M  B O M )  B A NK  W I HOk ' t D
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T h e  B o n d  B a n k  p a y s  i t s  o w n  w a y .  I h e  B o n d  B a n k 's  

r e s e r v e  a c c o u n t s  s e r v e  t o  b o t h  g u a r a n t e e  t h e  b o n d s  

a n d  p r o v i d e  i n v e s t m e n t  i n c o m e .  A l l  o f  t h e  B o n d  

B a n k ’s  c o s t s  a r e  p a id  f r o m  t h e s e  i n v e s t m e n t  e a r n i n g s .  

T h e  s t a t u t o r y  e a r n i n g s  f r o m  i t s  i n v e s t m e n t  a c c o u n t s  

e x c e e d e d  e x p e n s e s  b y  S 4 0 2 . 4 2 7  d u r i n g  t h e  f is c a l  y e a r  

e n d i n g  J u n e  3 0 ,  2 0 0 5 .  S u c h  e x c e s s  f u n d s  a r e  p a y a b l e  

t o  t h e  S t a t e  o f  A la s k a .  T h e  B o n d  B a n k  is  t r a n s f e r r i n g  

S 2 5 ( ) , ( ) 0 ( )  o f  n o n  s t a t u t o r y  i n v e s r m  n t  e a r n i n g s  t o  t h e  

S t a t e  o f  A la s k a  i n  f is c a l y e a r  2 0 0 6 .  S in e  •• 1 0 7 7  t h e  B o n d  

B a n k  h a s  r e t u r n e d  e x c e s s  e a r n i n g s  t o  t h e  S t a t e  f o r a  c u ­

m u l a t i v e  t o t a l  o t  S 2 6 . 9  m i l l i o n ,  e x c e e d in g  b y  o v e r  S H .3 

m i l l i o n  t h e  S t a t e ’s  o r i g i n a l  i n v e s t m e n t  o f S I H . 6  m i l l i o n  

( a p p r o p r i a t e d  i n  t h e  y e a r s  1 9 7 6  t h r o u g h  1 9 8 6 ) .

A la s k a 's  i n v e s t m e n t  in  t h e  B o n d  B a n k  is  c o m p o u n d e d  

in  o t h e r  w a y s .

A l a s k a n  c o m m u n i t i e s  t a k i n g  a d v a n t a g e  o f  t h e  B o n d  

B a n k 's  s e r v i c e s  r e a l i z e  c o n s i d e r a b l e  s a v in g s .  I h e s e

c o m m u n i t i e s  m a y  h a v e  l o w  b o n d  r a t i n g s  o r ,  a l t h o u g h  

c r e d i t  w o r t h y ,  h a v e  n o t  is s u e d  b o n d s  o r  n o t e s ,  o r  h a v e  

l i t t l e  o u t s t a n d i n g  d e b t ,  a n d  l a c k  i n v e s t o r  f a m i l i a r i t y .

S o m e  l a r g e r  c o m m u n i t i e s ,  c a p a b le  o f  i s s u i n g  t h e m  o w n  

b o n d s ,  f in d  t h a t  t h e  B o n d  B a n k 's  s e r v ic e s  r e s u .  i i le s s  

e x p e n s e ,  e s p e c i a l l y  f o r  s m a l l  b o n d  is s u e s .

J n  a d d i t i o n  t o  t h e  a n n u a l  d iv  i d e n d s  r e c e iv e d  f r o m  t h e  

B o n d  B a n k ,  i t  r  is ts  t h e  S t a t e  o f  A la s k a  le s s  m o n e y  t o  

r e i m b u r s e  c o m m u n i t i e s  t o .  s u c h  c a p i t a l  p r o j e c t s  as 

s c h o o ls  b u i l t  w i t h  f u n d s  p r o v i d e d  b y  B o n d  B a n k  is s u e s . 

S i n c e  b o n d i n g  e x p e n s e s  f o r  M a s k a n  c o m m u n i t i e s  a r e  

le s s  t h a n  t h e y  w o u l d  h e o t h e r u  is e .  t h e  i n t e r e s t  e x p e n s e  

is  le s s  f o r  t h e  S t a t e .

T h e  B o n d  B a n k  o p e r a t e s  e f f i c i e n t l y .  D e p a r t m e n t  o f  

R e v e n u e  s t a f f  s e r v e  a s  e x e c u t i v e  d i r e c t o r  a n d  p r o v i d e  

a c c o u n t i n g  s u p p o r t .  W h e r e  e c o n o m i e s  o f  s v a lc  d ic t a t e ,  

t h e  B o n d  B a n k  h i r e s  o u t s i d e  p r o f e s s io n a l  s t a f f .

C U M U L A T IV E  A P P R O P R IA TIO N S  COMPARED 10 C U M U L A T IV E  EXCESS EA R N IN G S R ETU R N ED  TO STATE

Appropriations -  $18,601,413 ~ +

,v<f> ,1*' ,4'

2 o u s  W M  A l  k f  P O R I
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T h e  B o n d  B u n k  is  o r g a n i z e d  t o  w o r k  w i t h  a l l  A la s k a  

m u n i c i p a l i t i e s ,  e s p e c ia l ly  n e w  a n d  i n f r e q u e n t  is s u e r s  < >f 

d e b t  f o r  c a p i t a l  p r o j e c t s .  F r o m  t h e  t i m e  a  m u n i c i p a l i t y  

c o n t a c t s  t h e  B o n d  B a n k ,  le g a l  a n d  f in a n c i a l  p r o f e s s io n  

a ls  w i t h  e x t e n s i v e  e x p e r i e n c e  in  A l a s k a  f i n a n c i n g  b e g i n  

w o r k i n g  w i t h  m u n i c i p a l  m a n a g e r s  t o  d e v e l o p  t h e  m o s t  

a d v a n t a g e o u s  f i n a n c i n g  p r o g r a m  f o r  t h e  c o m m u n i t y .

If  it  b e c o m e s  c le a r  t h a t  d e b t  f i n a n c i n g  t h r o u g h  t h e  

B o n d  B a n k  is  n e i t h e r  p o s s i b l e  n o r  a p p r o p r i a t e ,  f o r  a n y  

p a r t i c u l a r  m u n i c i p a l i t y ,  t h e  B o n d  B a n k  w i l l  c o n t i n u e

t o  w o r k  w i t h  t h e  m u n i c i p a l i t y ’s  a d m i n i s t r a t i o n  t o  

f i n d  o t h e r  m e a n s  o r  w a y s  o f  m e e t i n g  t h e i r  f in a n c i a l  

o b j e c t iv e s .

I n  m o s t  in s t a n c e s  t h e  B o n d  B a n k  is  a b l e  t o  r e l i e v e  m u ­

n i c i p a l i t i e s  f r o m  p a y i n g  c e r t a i n  c o s t s  o f  i s s u i n g  b o n d s ,  

s u c h  as o f f i c i a l  s t a t e m e n t  p r i n t i n g ,  t r u s t e e  a n d  p a y i n g  

a g e n t  fe e s . F o r  t h i s  r e a s o n ,  e v e n  l a r g e  c o m m u n i t i e s  

w i t h  a t r a c k  r e c o r d  o f  i s s u i n g  b o n d s  o c c a s i o n a l l y  s e e k  

t h e  s e r v ic e s  p r o v i d e d  b y  t h e  B o n d  B a n k .

(  itv i-i K a k tovIK  |  S7 30 

< (tv ot Bethel I S /9 5  

( itv o f  ( fo o n a h  I  S I.000 

( i \  .a North I 'oli I  SI F>0 

( Itv ol Ail.ik I  SI W

( itv ol Craig id 'I  Sin'

h 'V r - M . r  ■! I i * n \  A u th o iftv  ■  S I st,"i 

( i i \  o l H a in e s  I  S I 980 
( >'v &  B < '' >u<jh ■ 'I V ik u l a l  I  $2 300 

( its o l K e ii, ii  H i  s3.25l) 

i tv " i  ( ordov ,i H  S3 330 

Hi ' >1 B „v  B o ro u g h  H I  $ 4 ,0 0 0  

( itv " i  P a lm e i H U  $5 ,4 3 5  

(  ilv ot SnlfJotna 

I a k e  A P e n in s u la  B o fo u tjh  

( ilv o l K o d ia k  

( I lv  o i | Io n  ter 

( ilv 'I W r a n g e ll 

( ilv o l N o m e  

t ilv o l fV le r s ln ir q  

( it\ o l I a ta la s k a  

( ilv o l W ia s llla  

M itn u  i | ■ miv o i A m  h o i. i i je  

I . i i ih a n k s  \ o i f h  s i, i f  B o ro u g h  

(  itv o l V . l 'd v /  

M a la n u s k a -S iis l ln a  l3o rou q h 

( ilv o f S ew ard  
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K o d ia k  Is la n d  B o r o u g h  

M e u lia n s  l.a s l B o ro u g h  

( itv A  B o ro u g h  o l l i lk a  

K e n a t P e n in s u la  B o ro u g h  

r l l \  Ol K e tc h ik a n  

N o rth w e st Arc IK B o r o u g h  

( ilv A  B o r o iit |li o l J u n e a u

'
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10%
S7670 

S9.324 
sum 5 
SI 0073 

$10,679 

$12,422 

SI4 72<i 
$l.s7r,5 

S20200 
S22465 

$22760 

“  S240I4 

$24 1 30 

$24,275 

$29,165

3 8 %

ALL BOND PROCEEDS DISTRIBUTION 

BY AREA PfRCENIAGES

BOND PROCEEDS DISTRIBUTION 

BytOMUNIfy
(IN THOl SANDSI

DOES NOT INCII.DE 

RlftNDINGS OR RESERVES

$ 3 5 1 1 0

$ 3 6 ,6 2 5

$ 5 2 ,3 0 0

$ 6 0 4 9 4  

H i  $04 I :

$ 7 0 ,4 0 5

$76,870
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ISSUING BONOS

T h e  B o n d  B a n k  is s u e s  m o s t l y  t a x  e x e m p t  b o n d s .  P u r ­

c h a s e r s  o f  t h e s e  b o n d s ,  i n c l u d i n g  b o n d  m u t u a l  f u n d s ,  

i n s t i t u t i o n a l  i n v e s t o r s ,  a n d  i n s u r a n c e  c o m p a n ie s  d o  n o t  

h a v e  t o  p a y  t a x e s  o n  t h e  i n c o m e  r e c e iv e d .

F a te h  i n d i v i d u a l  is s u e  o f  t h e  B o n d  B a n k  is  r e v i e w e d  b v  

M o o d y ' s  I n v e s t o r s  S e r v ic e  a n d  S t a n d a r d  a m i  P o o r 's  

C o r p o r a t i o n .  B e c a u s e  t h e  B o n d  B a n k  h a s  r e c e i v e d  

' V  r a t i n g s ,  c o n s i d e r e d  “ i n v e s t m e n t  g r a d e , ”  f r o m  t w o  

m a j o r  n a t i o n a l  b o n d  r a t i n g  a g e n c ie s ,  i t  is  a b l e  t o  b o r ­

r o w  m o n e y  a t l o w e r  in t e r e s t  r a te s  t h a n  m o s t  A l a s k a n  

m u n i c i p a l i t i e s .

I n  a d d i t i o n ,  w h e n  i t  is  e c o n o m i c a l  a n d  c o s t  e f f e c t i v e  

t o  d o  s o ,  t h e  B o n d  B a n k  o b t a i n s  b o n d  i n s u r a n c e ,  a n d  

t h e r e b y  s e c u r e s  ‘ Y Y Y  r a t in g s .

T h e  B o n d  B a n k  s t r e n g t h e n s  u s  p o r t f o l i o  b y  i n c l u d i n g  

M a s k a n  c o m m u n i t i e s  w i d e l y  d i s t r i b u t e d  g e o g r a p h i ­

c a l ly ,  w i t h  d i f f e r e n t  e c o n o m i c  b a s e s ,  a n d  l i m i t i n g  

t h e  t o t a l  p e r c e n t a g e  o f  b o n d s  c o m m i t t e d  t o  a n y  o n e  

m u n i c i p a l i t y

I h e  B o n d  B a n k  o f t e n  p o o ls  m u n i c i p a l  g e n e r a l  o b l i g a ­

t i o n  b o n d  is s u e s  i n t o  a s in g le  is s u e .  F o l l o w i n g  t h e  s a le  

o f  t h e  is s u e ,  t h e  B o n d  B a n k  p u r c h a s e s  t h e  i n d i v i d u a l  

is s u e s  f r o m  e a c h  c o m m u n i t y .

LEVfRAGING SfATC DOLLARS

A n  i m p o r t a n t  r e a s o n  f o r  t h e  B o n d  B a n k s  f a v o r a b le  

b o n d  r a t i n g  a n d  l o w e r  b o r r o w i n g  c o s t s  is  t h a t  i t  s e c u r e s  

its  b o n d s  w  i t h  r e s e r v e  f u n d s  s u p p o r t e d  b y  t h e  " m o r a l  

o b l i g a t i o n ”  o f  t h e  S t a t e  o f  A la s k a .

T h e  r e s e r v e  f u n d s  a r e  av a i l a b l e  t o  c u r e  d e f a u lt s ,  s h o u l d  

t h e y  o c c u r .  F o r  ( i c n e r a l  O b l i g a t i o n  B o n d s ,  t w o - t h i r d s  

o f  t h e  r e s e r v e  is f u n d e d  f r o m  b o n d  b a n k  a s s e ts  a n d  o n e -  

t h i r d  is  f u n d e d  fr< : n  t h e  p r o c e e d s  o f  n e w  b o n d  is s u e s .

T h e  r e s e r v e  f u n d  is  n o r m a l l y  u s e d  t o  le v e r a g e  d e b t  at 

b e t t e r  t h a n  a n  e l e v e n  t o  o n e  r a t i o .  F o r  e v e r y  S I  m i l l i o n  

p la c e d  in  t h e  r e s e r v e  f u n d ,  m o r e  t h a n  S I  I m i l l i o n  o f  

o u t s i d e  c a p i t a l  is  a t t r a c t e d  t o  t h e  s t a t e .

C U R R E N T f  IN A N C IN G S  f y  2 0 0 5  BONDS ISSUED

S14,575.000

GENERAL OBLIGATION BONDS 2004 SERIES C 

City of Palmer -  Ice Rink

City of Petersburg -  Elementary. Middle and High 

School Renovations

Standard & Poors AAA; Moody's Aaa: FSA Insurance 

Competitive Sale -  CityGroup Global Markets 

20 year True Interest Cost 4.373%

S28.b4j.OOO

REVENUE BONDS 2004 SERIES A 

City & Borough of Juneau -  Hospital 

Standard & Poor's AAA Fitch AAA MBIA Issued 

Negotiated sale -  RBC Darn Rauscher 

30 year; True Interest Cost 4.962%

$5,365.0011

REVENUE BONDS 2004 SERIES B 

Municipality ot Anchorage -  Performing Arts t enter 

Standard & Poor AAA. I Itch AAA. MBIA Insured 

Compelitive Sale -  Wachovia Securities 

30 year: True Interest Cost 4,732%

SI 1,925 000

GENtRAL OBLIGATION BONDS 2004 SERIES D

Kodiak Island Borough -  High School and New Pool

City of Adak -  Small Boat Harbor

Standard & Poor's AAA Moody's Aaa; XL Capital Insured

Competitive Sale -  Wells Fargo Brokerage

20 year: True Interest Cost 4.176%

Issued am ounts are  Inclusive of Reserve obligations

S 32 655,000

GENERAL OBLIGATION BONDS 2005 SERIES A 

City of Ketchikan, City of Fairbanks. City of Cordova, 

City of Unalaska, City and Borough of Sitka, Northwest 

Arctic Borough -  Refunding 

Standard 5 Poor's AAA. Moody’s Aaa: FGIC Insured 

18 years: True Interest Cost 4.2035%

527625000

GENERAL OBLIGATION BONDS 2005 SERIFS B 

City of North Pole -  Street Improvements 

Citv and Borough of Sitka -  Elementary, Middle & High 

School Improvements

Ketchikan Gateway Borough -  Elementary and Middle 

School

Haines Borough and City of Palmer -  Refundlnq 

Standard and Poor's AAA- Moody's Aaa: MBIA 

20 years: True Interest Costs 3.9385%

J00 5 \ \ \ l  \| Rl IM) k‘ I
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GENERAL OBLIGAIION BONDS

M u n i c i p a l  g e n e r a l  o b l i g a t i o n  b o n d s ,  t h e  B o n d  B a n k 's  

m a i n s t r e a m  p r o g r a m ,  a r e  u s u a l l y  is s u e d  t o  f i n a n c e  

f a c i l i t ie s  t h a t  d o  n o t  g e n e r a t e  r e v e n u e ,  s u c h  a s  s c h o o ls ,  

r o a d s ,  p u b l i c  s a f e t y  a n d  m u n i c i p a l  b u i l d i n g s .  S u c h  

b o n d s  m u s t  b e  a p p r o v e d  b y  t h e  m u n i c i p a l  v o t e r s .

B o n d s  is s u e d  b y  t h e  B o n d  B a n k  t o  p u r c h a s e  m u n i c i p a l  

g e n e r a l  o b l i g a t i o n  b o n d s  a r e  s e c u r e d  b y :

•  F u l l  l a i t h  a n d  c r e d i t  o f  e a c h  r e s p e c t iv e  c o m m u n i t y  

w i t h  n o  t a x i n g  l i m i t a t i o n  f o r  t h e  g e n e r a l  b o n d e d  

d e b t  is s u e d  t o  t h e  B o n d  B a n k .

•  I  h e  B o n d  B a n k s  g e n e r a l  o b l i g a t i o n  d e b t  s e r v ic e  

r e s e r v e  f u n d .  I h is  r e s e r v e  is  g e n e r a l l y  f u n d e d  in  

a n  a m o u n t  e q u a l  t o  m a x i m u m  a n n u a l  d e b t  s e r v ic e  

o n  a l l  t h e  B o n d  B a n k  g e n e r a l  o b l i g a t i o n  b o n d s .

•  \ l l  B o n d  B a n k  a s s e ts  s h a l l  b e  u s e d  t o  r e s t o r e  t h e  

d e b t  s e r v ic e  r e s e r v e  t o  a n  a m o u n t  t h a t  e q u a l s  t h e  

m a x i m u m  a n n u a l  d e b t  s e r v ic e  o n  t h e  B o n d  B a n k  

b o n d  .

•  T h e  s t a t u t o r y  r i g h t  o f  t h e  B o n d  B a n k ,  i n  t h e  e v e n t  

o f  d e f a u l t ,  t o  d e m a n d  a n d  r e c e iv e  a n y  f u n d s  h e l d  b y  

a s t a t e  a g e n c y  v v l i ic h  a r e  p a y a b l e  t o  t h e  d e f a u l t i n g  

m u n i c i p a l i t y .

•  I h e  m o r a l  o b l i g a t i o n  o f  t h e  S t a t e  o f  A l a s k a  t o  

m a i n t a i n  t h e  d e b t  s e rv  ic e  r e s e r v e s  a t  t h e i r  r e q u i r e d  

le v e ls .

REVENUE BONDS

R e v e n u e  B o n d s  a r e  u s e d  t o  f i n a n c e  r e v e n u e - p r o d u c i n g  

c a p i t a l  i m p r o v e m e n t s  s u c h  a s  u t i l i t y '  o r  p o r t  f a c i l i t i e s .  

B e c a u s e  t h e y  a r e  n o t  s e c u r e d  b y  a m u n i c i p a l i t y ’s  t a x i n g  

p o w e r ,  s u c h  b o n d s  d o  n o t  n o r m a l l y  r e q u i r e  m u n i c i p a l  

v o t e r  a p p r o v a l

B o n d s  is s u e d  b y  t h e  B o n d  B a n k  t o  p u r c h a s e  m u n i c i p a l  

r e v e n u e  b o n d s  a r e  s e c u r e d  b y :

•  A  p l e d g e  o f  t h e  r e v e n u e s  f r o m  t h e  f a c i l i t y  b e i n g  

f in a n c e d .

•  I  h e  m u n i c i p a l i t i e s '  r e s e r v e  f u n d  u n d e r  t h e i r  b o n d  

r e s o l u t i o n s .  I h e  r e s e r v e  f u n d  g e n e r a l l y  is  f u n d e d  in  

a n  a m o u n t  e q u a l  t o  m a x i m u m  a n n u a l  d e b t  s e r v ic e  

o n  t h e  m u n i c i p a l i t i e s ’ b o n d s .

•  I h e  B o n d  B a n k  r e s e r v e  f u n d  u n d e r  t h e  b o n d  r e s o ­

l u t i o n  f o r  t h a t  is s u e .  I h e  r e s e r v e  f u n d  g e n e r a l l y  is  

f u n d e d  i n  a n  a m o u n t  e q u a l  t o  m a x i m u m  a n n u a l  d e b t  

s e r v ic e  o n  t h e  B o n d  B a n k  b o n d s .

•  I h e  s t a t u t o r y  r i g h t  o f  t h e  B o n d  B a n k ,  i n  t h e  e v e n t  

o f  a d e f a u l t ,  t o  d e m a n d  a n d  r e c e i v e  f r o m  a s t a t e  

a g e n c y  a n y  f u n d s  h e l d  b y  t h a t  s t a t e  a g e n c y  w h i c h  

a r e  p a y a b l e  t o  t h e  d e f a u l t i n g  m u n i c i p a l i t y .

•  T h e  m o r a l  o b l i g a t i o n  o f  t h e  S t a t e  o f  A l a s k a  t o  

m a i n t a i n  t h e  d e b t  s e r v ic e  r e s e r v e s  a t  t h e i r  r e q u i r e d  

le v e ls .

U SB  O f BOND 

PROCEEDS -  

INCEPTION 10 D A lf

1)01 s \ l ) t  INCH Ot 
Rill \niv,s

VVJli'f 4> s. \M'(

t lilitles 

SS7.761392 
IjjnspntKatinn 

SI siyuoo
Ro.nl'. 

SOI 330.000 
I’tlllllt S.lli'lv
S271140 000 

‘ott - Martini futilities 
$40,443 300 

Parking 
SIT. 100,000

Airports 

SO. 74300(1

Comimiuilv 

S40 700000

St hools 

$332 220 "Oil

Hospitals 

SsS 937 mill

Municipalities 

SI 195,000

\! AsKA Ml  NIC I f  \ I B O N D  B ANK  M  I H O k l h



S U M M A R Y  O f  D EB T S ER V IC E

SCHEDULE O f TOTAL DEBT SERVICE BY C LA S SIFIC A TIO N  AT DUNE 3 0 , 2 0 0 5

1976 GENERA, BOND RESOLUIION FUND PRINCIPAL INTEREST TOTAL

1995 Series A S 2.330.000 134 750 2.464.750
1995 S erif ( 1.090.000 32700 1.122700
1995 Series D 90,000 21.44 92,644
1 j %  Series A 610.000 27 450 637,450
1996 Series B 895.000 61931 956.931
1997 Series A 385.000 29.390 414,390
1997 Series B 1 435,000 103320 1.538320

1998 Series A 6.500.000 2289201 8789201

1998 Series B 1.830,000 225268 2.055,268
1999 Series A 10,045,000 3.803.634 13,848,634

2000 Series A 2,830.000 406175 3.236175
2000 Series B 2.960,000 623.775 3.583.775
2000 Series t 6.360000 1.233.868 7.593,868

2000 Series D 1 580000 851 326 2.431.326
2000 Series 1 11,050.000 2.756937 13,806,937
2000 Series 1 810,000 213060 1.023.060

2001 Serle- A 14,270.000 6,657 000 20.927000

2001 Series B 3.480,000 1,583434 5.063,934

2002 Series A 12,470,000 2.433975 14.903,975
2002 Series B 11,055,000 5,053623 16.108.623
2003 Series A 8,745,000 4,020297 12.765297

2003 Series B 2.035.000 79 200 2,114.200
2003 Series C 6,800.000 1,051 538 7.851 538

2003 Scries U 13,965000 6,913,223 20,878,223
2003 Scries L 31.125,000 24.888937 56,013,937

2003 Series 1 1.690.000 1 2 .0 8 7 1.812.087
2003 Series l j 22,825,000 12,069287 34.894,287
2004 Series A 19190,000 5.926097 25,116097
2004 Serle-- B 16690.000 6234 875 22.924.U75

2004 Series C 14.575.000 7,140.192 21.715,192

2004 Series D 13925000 6,1.49 633 20574.633
2005 Series A 32,655000 16.177276 48.832.276

2005 Series Ii 27.625.000 12633 697 40.258.697

103920.000 132.430300 436350,300

COASTAl (NtSGy .MPACT PROGRAM JlrU llJI BuNL1' PRINCIPAL INTEREST TOTAL

Coastal Energy Reserve Loan 1 and 11005.878 - 11.005.87S

1995A Rc.cnue Bond Resolulion 2.265000 ' 9 2 9 3 3024.293

1997A Revenue Bond Resolution 13935,000 5 7 .6352 19.691.352

199SA Rev nue Bond Resolution 0,170000 1 196 700 7.36(1.700
1998B Rev. nue Bond Resolulion 1 105,000 113222 1.218222

1999A Revenue Bond Resolulion 1 660,000 809 324 2469.324

2000A Revenue Bon'! Resolution 445000 24,030 469,030

2000B Revenue Bond Resolution 2.725.000 1 386249 4,111,249

2001A Revenue Bond Resolulion 1 550.000 566.344 2.116 a44

2001B Revenue Bond Resolulion 2285,000 885611 3.170.611

2002A Ro'- nue Bond Resolution 5,380.000 1 193,975 6573.975

2003A Revenue Bond Resolution Z933.O00 92337 3.027,337

2003B Revenue Bond Resolulion 19000.000 9,982156 28982,156

2003C Revenue Bond Resolulion 820,000 55175 875.175

2004A Revenue Bond Resolulion 28,845,000 27.554 7u5 56.399.705

2004B Revenue Bond Resolulion 5.365.000 4 7 1404 5 10079,045

3 409.410878 117,519818 596.930696

SU«MAPy O- TOUL 01BI SERVICE REQUIREMENU BE H U '‘h  y(AR

FISCAL YEAR PRINCIPAL INTEREST TOTAL

2006 31 885,000 17.960479 49.845.479

2007 25.240.000 16,598854 41,838.854

2008 22.530000 15.696.521 38.226.521

2009 21.785,000 14.826 32a 3661 1.328

2010 21.905.000 13.947 354 35,852,354

2011-2015 106.440,000 55,656 371 162,096.371

2016-2020 93,730,878 .33.431 444 127,162,322

2021-2025 59.645.000 13.399.601 73.044.601

2026 and after 26,250,000 6,002,866 32.252.866

S 409.410.878 1'<7.819,818 596.930,696
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IHE BONO BANK HAS f | V t  

DIRECTORS CONSISTING 

OF THREE PUBLIC 

MEMBERS APPOINTED 

By IHE GOVERNOR IHE 

COMMISSIONER OF REVENUE 

AND IHE COMMISSIONER OF 

C O M M U N liy AND ECONOMIC 

DEVELOPMENT 

IHE COMMISSIONERS HAVE 

TRADITIONALLY APPOINIED 

DELEGAIES 10 SERVE IN 

THEIR PLACE

IH E  BOARD OF D IR EC IO R S

R DESMOND "DESI MAYO 

(hoirm on

lerni expire! July 15. 2 0 0 7

M r .  M a y o  w a s  a p p o i n t e d  o n  S e p ­

t e m b e r  1 5 ,  5 9 9 9  a n d  r e a p p o i n t e d  

o n  J u l y  2 0 .  2 0 0 5 .  M r .  M a t  \ is  

t h e  C h i e f  F i n a n c i a l  < ) f f i c e r  o f  t h e  

M a t a n n s k a  t e l e p h o n e  V s s o c ia t io n .  

P r i o r  t o  h i s  c u r r e n t  e m p l o y m e n t ,  

M r .  M a y o  h a s  s e r v e d  a s  C h i e f  F i ­

n a n c ia l  O f f i c e r  f o r  t h e  M a t a n u s k a -  

S u s i t n a  H o n  n i g h  a n d  m o r e  r e c e n t ly  

M u n i c i p a l  l i g h t  a n d  P o w e r ,  a n  

e n t e r p r i s e  o f  t h e  . M u n i c i p a l i t y  o f  

\ n c h o r a g e .  l i e  h a s  a l s o  s e r v e d  i n  

t h e  c a p a c i t y  n f  C o r p o r a t e  C o n ­

t r o l l e r  f o r  A l y c s k a  P i p e l i n e  S e r v ic e  

C o m p a n y .  M r .  M a y o  g r a d u a t e d  

f r o m  t h e  U n i v e r s i t y  o t  A la s k a  a n d  

h a s  a t t e n d e d  g r a d u a t e  c la s s e s  a t  

A l a s k a  P a c i f i c  U n i v e r s i t y .  M r  

M a v o  s e r v e d  a s  ( i o v e m o r  K j i n w l c  

a p p o i n t e e  t o  t h e  A l a s k a  S t a t e  P e n ­

s io n  I n v e s t m e n t  H o a r d  a n d  s e r v e d  

o n  ( i o v e m o r  M i n k o w s k i ' s  M a t - S u  

F i n a n c e  P o l i c y  T r a n s i t i o n  l e a r n .  

M r .  . M a y o  h a s  a ls o  s e r v e d  o n  t h e  

h o a r d s  o l  N o r t h w e s t  P u b l i c  P o w e r  

A s s o c i a t i o n ,  M a t a n u s k a  E l e c t r i c  

V s s o c i a t i o n ,  A l a s k a  R u r a l  F l e c -  

t r i c  C o o p e r a t i v e  A s s o c i a t i o n ,  t h e  

L  n i t e d  W a y  o f  M a t a n u s k a - S u s i t n a  

b o r o u g h  a n d  I l a b i t a t  f o r  I l u m a n i l y  

M a t - S u .

MARK P f f f f f P  

Vice Chonmon 

lerr, e xpn ei July 1 5 .2 0 0 9

M r .  P f c f f c r  w a s  a p p o i n t e d  ( J c t o b e r  

10, 2 0 0 1 .  M r .  P f e i f e r  is  a r e g is t e r e d  

a r c h i t e c t  w h o  h a s  o w  n e d  a n d  l e d  a n  

a r c h i t e c t u r a l  p r a c t ic e  i n  A la s k a  f o r  

o v e r  2 0  y e a r s .  I l e  is  a c t iv e  i n  t h e  

d e v e l o p m e n t ,  d e s i g n  a n d  m a n a g e ­

m e n t  o f  c o m m e r c i a l  r e a l  e s t a t e  

p r o j e c t s ,  m a n y  o t  w h i c h  i n c l u d e  

p u b l i c / p r i v  a t e  p a r t n e r s h i p s .  I l e  is  a 

p a r t n e r  in  t h e  f i r m s  K o o n c c  P f c f f c r  

B e t t i s ,  I n c .  a n d  V e n t u r e  D e v e l o p ­

m e n t  C r o u p ,  I . I . C .  M r .  P f e i f e r  

r e c e iv  e d  a B a c h e lo r  o f  A r c h i t e c t u r e  

D e g r e e  f r o m  t h e  U n i v e r s i t y  o f  

N e b r a s k a  i n  1 9 S 0 .

M A S M  Ml  \ I C I P AI  B O \ P  HANK  Al I H O R i n
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Member

M r .  B o u t i n  in  t l i e  f ir s t  d e le g a t e  f o r  

W i l l i a m  A. ( a i r b u s , ( a n u m i s s i o n e r  

o f  t h e  D e p a r t m e n t  o f  R e v e n u e .  

M r .  B o u t i n  s p e n t  h is  f ir s t  2 2  y e a r s  

m  N e w  H a m p s h i r e ,  l o g g i n g  a n d  

w o r k i n g  f o r  d a ir ie s .  I l e  t h e n  m o v e d  

t o  A l a s k a ,  w o r k i n g  a s  a l o g g i n g  e n ­

g i n e e r  f o r  K e t c h i k a n  P u l p  (  o .  a n d  

as a t i m b e r  f i l l e r ,  r i g g i n g  s l m g e r  

a n d  e q u i p m e n t  i ip e r a t i> r  f o r  \  a r u  h is  

l o g g i n g  a n d  m a d  b u i l d i n g  f i r m s ,  

l i e  b o u g h t  a n d  s o ld  lo g s ,  l u m b e r ,  

v e n e e r  a n d  p l y w o o d  f o r  N o r t h  

P a c i f ic  L u m b e r  C o m p a n y ,  a n d  w a s  

c h i e f  F i n a n c i a l  O f f i c e r  a n d  t h e n  

P r e s id e n t  a n d  ( d u e l  F i n a n c i a l  < ) f -  

f ic e r  t o r  K l u k w  a n .  I n c .  a n  A \ (  . .v A  

c o r p o r a t i o n  i n v o l v e d  i n  f o r e s t  

p r o d u c t s  a n d  m o n e y  m a n a g e m e n t .

I l i s  g o v e r n m e n t  s e r v ic e  e x p e r i e n c e  

c o n s i s t s  o f  S t a t e  D e b t  M a n a g e r  

f o r  t h e  A la s k a  D e p a r t m e n t  o f  R e v  ­

e n u e ,  A l a s k a  S t a t e  f o r e s t e r ,  a n d  

c u r r e n t l y .  D e p u t y  C o m m i s s i o n e r  

f o r  t h e  A la s k a  D e p a r t m e n t  o f  R e v ­

e n u e .  M r .  B o u t i n  h a s  a B a c h e l o r  

o f  S c ie n c e  f r o m  t h e  L  n iv e r s i t v  o f  

N e w  H a m p s h i r e ,  a n d  a n  M B A  in  

F i n a n c e  f r o m  t h e  U n i v e r s i t y  o f  

O r e g o n .  I l e  h a s  l i v e d  i n  J u n e a u  f o r  

t h e  p a s t  2 0  y e a r s .

GRIG WINfGAR 

Member

M r .  \ \  i n e g a r  is  t h e  f i r s t  d e l e g a t e  

f o r  W  i l l i a m  N o l l ,  C o m m i s s i o n e r  

o f  t h e  D e p a r t m e n t  o f  C o m m u n i t y  

a n d  I c o n o m i c  D e v e l o p m e n t .  M r .  

M  in c g a  r  w a s  a p p o i n t e d  D i r e c t o r  r i f  

t h e  D i v i s i o n  o f  I n v e s t m e n t s  o n  M a y  

2 2 . 2 0 0 0 .  1 'h is  D i v i s i o n  a d m i n i s t e r s  

v a r i o u s  d i r e c t  l e n d i n g  p r o g r a m s  

f o r  t h e  S t a t e  a n d  s e r v ic e s  lo a n s  f o r  

o t h e r  S t a t e  a g e n c i e s ,  r e p r e s e n t ­

i n g  a p p r o x i m a t e l y  3 , 5 0 0  a c c o u n t s  

t o t a l i n g  $ 2 s ( )  m i l l i o n .  P r i o r  t o  h is  

a p p o i n t m e n t  a s  A c t i n g  D i r e c t o r ,  

\  I r. W  i n e g a r  s e r v e d  as t h e  D i v i s i o n  

o f  I n v e s t m e n t ' s  L e n d i n g  B r a n c h  

M a n a g e r  f o r  2 1  y e a r s .  M r .  W  i n ­

e g a r  r e c e i v e d  h is  B a c h e l o r s  d e g r e e  

f r o m  t h e  I v e r g r e e n  S t a t e  C o l l e g e  

i n  l ‘> 7 3 .  I n  I ' C - L  h e  a c c e p t e d  a 

p o s i t i o n  w i t h  t h e  p r e d e c e s s o r  t o  

t h e  D e p a r t m e n t  o f  ( a i m n u i n i r y  a n d  

I , c o n o m i c  D e v  e l o p m e n t  a s  a C l e r k  

I v p is t  I I I  a n d  w a s  p r o m o t e d  s e v e r a l  

t i m e s  o v e r  t h e  n e x t  f iv e  y e a r s .  I n  

a d d i t i o n  t o  h i s  w o r k  a s  L e n d i n g  

B r a n c h  M a n a g e r ,  h e  a ls o  s e r v e d  as 

a I . o a n  < M t ie e r  f o r  t h e  D e p a r t m e n t  

f o r  l i v e  y e a r s  w h e r e  h is  r e s p o n s i ­

b i l i t i e s  i n c l u d e d  c r e d i t  a n a l y s i s  a n d  

r e c o m m e n d a t i o n s  f o r  c o m m e r c i a l ,  

m u l t i - f a m i l y ,  r e s i d e n t i a l  a n d  c o n ­

s u m e r  l o a n  r e q u e s t s .

W IltlA M  r URGf 

Member

letm  c<pnci July 15 2 0 0 6

M r .  L a r g e  w as a p p o i n t e d  o n  .A la v  2 ,  

2 0 0 3 .  M r .  L a r g e  is  a m e m b e r  o f  t h e  

A la s k a  B a r  a n d  l ia s  p r a c t ic e d  la w  I n  

A la s k a  a n d  n a t i o n w i d e  f o r  1 0 y e a r s .  

I l i s  p r a c t ic e  f o c u s e s  p r i m a r i l y  o n  

c o m p l e x  c o m m e r c i a l  l i t i g a t i o n ,  w i t h  

e m p h a s e s  o n  n a t i o n a l  r e s o u r c e s ,  o i l  

N  g a s  a n d  c o r p o r a t e  d is p u t e s .  A f t e r  

g r a d u a t i n g  f r o n t  la w  s c h o o l  in  I W $ ,  

A ir .  L a r g e  s e r v e d  a s  a la w  c le r k  t o r  

o n e  vc.ii t o  t h e  H o n .  A n d r e w  |.  

k l e i n l c l d ,  I  S  C o u r t  o f  A p p e a ls  

f o r  t h e  ' f i l l  C i r c u i t ,  b e f o r e  j o i n i n g  

t h e  p r e d e c e s s o r  t o  h is  c u r r e n t  f i r m .  

H o s i e  A I c . A r t h u r  L L P .  A ir .  L a r g e  

h a s  a B a c h e l o r  o f  s c i e n c e  d e g r e e  

f r o m  t h e  M a s s a c h u s e t t s  I n s t i t u t e  

n f ’ t e c h n o l o g y  a n d  a L a w  D e g r e e  

i r o m  I l a r v a r d  I a w  S c h o o l
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DSVfN M ITCH Hl

(ictulive Dir»(tor. oppoinbd Ap» ! 7, 1998
M r .  M i t c h e l l  a ls o  s e r v e s  a s  t h e  S t a t e  

D e b t  M a n a g e r  a n d  I n v e s t m e n t  

o f f i c e r  in  D e p a r t m e n t  <<f K e v e m i e -  

T r e a s u r y .  M r .  M i t c h e l l  h a s  w o r k e d  

l o r  t h e  S t a t e  o f  A la s k a  D e p a r t m e n t  o l  

R e v e n u e  s in c e  I W 2 .  H e  p r e v io u s ly  

h e l d  s e v e r a l  p o s i t i o n s  i n  \ l a s k a n  

l in a n e i a l  i n s t i t u t i o n s .  M r .  . M i t c h e l l  

h o l d s  a B a c h e lo r  o f  S c ie n c e  i n  B u s i ­

n e s s  A d m i n i s t r a t i o n  f r o m  N o r t h  r n  

A r iz o n a  U n i v e r s i t y .

SUSAN IAY10R, Ctt

Deputy Ireoturer. appointed Auguil 9, 2005
A ls .  T a y l o r  is  t h e  S t a t e  C o m p t r o l l e r  

f o r  t h e  A la s k a  D e p a r t m e n t  o l  R e v ­

e n u e ,  T r e a s u r y  D i v i s i o n .  M s .  l i t y l o r  

s t a r t e d  h e r  c a r e e r  as a n  a u d i t o r  w i t h  

t h e  L e g is l a t i v e  A u d i t  D i v i s i o n ;  s h e  

h a s  h e ld  v a r io u s  p o s i t io n s  o l  in c r e a s ­

i n g  r e s p o n s i b i l i t y  i n  A la s k a  s t a t e  

g o v e r n m e n t .  T h e s e  in c lu d e d  S e n i o r  

F is c a l  A n a ly s t  f o r  t h e  L e g i s l a t i v e  

F i n a n c e  D i v i s i o n ,  B u d g e t  A n a l y s t  

f o r  t h e  O f f i c e  o f  M a n a g e m e n t  a n d  

B u d g e t  a n d  p o s i t io n s  w i t h  t h e  D e ­

p a r t m e n t s  o l  R e v e n u e  a n d  H e a l t h  

u n i  S o c ia l  S e rv  ice s, M s .  l i t y l o r  h o ld s  

a B a c h e lo r  o f  B u s in e s s  A d m i n i s t r a ­

t i v e - A c c o u n t i n g  d e g r e e  f r o m  t h e  

U n i v e r s i t y  o f  A l a s k a ,  A n c h o r a g e .  

S h e  is  a C e r t i f i e d  P u b l i c  A c c o u n t a n t  

m  t h e  S t a t e  o f . A la s k a ,  a n d  a m e m b e r  

o f  t h e  A m e r ic a n  In s t i t u t e  o t  C e r t i f i e d  

P u b l i c  A c c o u n t a n t s ,

RATHER THAN L M P IO Y  STAfF 

THE BONO BANK CONTRACTS 

IN IHE PRIVATE SECTOR EOR A 

WIDE RANGE OF PROfCSSIONAL 

SERVICES THE EXECUTIVE 

D IR fC lO R  COORDINATES 

THE ACTIVITIES O f THESE 

PROFESSIONALS INCLUDING BOND 

COUNSEL FINANCIAL ADVISOR 

ACCOUNTANTS. AUDITORS fu N D  

TRUSTEES BOND TRUSTEES AND 

CLERICAL SUPPORT

HNANCIAl AOVISOR 

WfSlfRN FINANCIAL GROUP HC 

P r o v i d e s  l o a n  a n a l y s t s  s e r v i c e s ,  

i n c l u d i n g  r e c o m m e n d a t i o n s  as t o  

t h e  a d e q u a c y  o f  l o a n  a p p l ic a t i o n s ,  

c r e d it  w o r t h i n e s s ,  p r o t e c t e d  c a p a ­

b i l i t y  t o  r e p a y , a n d  t h e  o v e r a l l  e f fe c t  

a p r o p o s e d  lo a n  w i l l  h a v e  o n  t h e  

c r e d it  o f  t h e  B o n d  B a n k .  A ssists  in  

p r e p a r a t io n  o f  t h e  o f f i c i a l  s t a t e m e n t s ,  

r e c o m m e n d s  ty p e  a n d  t i m i n g  o l  b o n d  

s a le s , n e g o t ia t e s  w i t h  u n d e r w r i t e r s  

a n d  a s s ists  w i t h  in v e s t m e n t  o t  v a r i ­

o u s  f u n d s .  A l s o  c o o r d in a t e s  f in a n c ia l  

r e v i e w s  w i t h  b o n d  r a t i n g  h o u s e s  

a n d  p r e p a r e s  o t h e r  g e n e r a l  l in a n e i a l  

rev ie w s  a n d  a n a ly s e s  r e q u i r e d  by t h e  

B o n d  B a n k .

BONO COUNSf I 

WOHlfORIH JOHNSON BRECHI C A PflfDG f I  

BROOKING

P r e p a r e s  f o r  t h e  a u t h o r i z a t i o n ,  s a le , 

is s u a n c e  a n d  d e l iv e r y  o f  B o n d  B a n k  

l io n d s .  P r e p a r e s  s e r ie s  r e s o lu t i o n s ,  

n o t ic e s  o l  s a le ; a s s is ts  i n  p r e p a r a t i o n  

o f  o f f i c i a l  s t a t e m e n t s ;  r e n d e r s  n e c e s ­

sary o p i n i o n s  as r e q u i r e d ;  a n d  p r o  

v id e "  o t h e r  g e n e r a l  le g a l  s e r v ic e s .

IRUSIEE/RAyiNG AGENT 

IP MORGAN IRUSI COMPANY 

Acts as c u s t o d ia n  o f  t h e  b o n d  p i  

c e e d s  a n d  s u p e r v is e s  t h e  i n v e s t m e n t  

o f  f u n d s  f o r  t h e  p u r p o s e s  s p e c if ie d  

m  t h e  b o n d  r e s o lu t i o n s .  T h e  t r u s t e e  

ov e r s e e s  d e b t  serv ic e  h i n d s  a n d  m a i n ­

t e n a n c e  o l  c e r t a in  r e s e r v e  a c c o u n t s  

r e q u i r e d  in  t h e  c o n t r a c t  w i t h  t h e  

I t o in lh o ld e r s .  A" pav i n g  a g e n t ,  m a k e s  

a ll  n e c e s s a r y  in t e r e s t  a n d  p r i n c ip a l  

pay m e n t s  t o  t h e  b o n d h o ld e r s .

INVfSIMENI MANAGER 

ALASKA PCRMANCNI CAPIIAl MANAGfMCNI 

COMPANY

S u p e r v is e s  a n d  c o n t r o l s  t h e  i n v e s t ­

m e n t  o f  t h e  c u s t o d i a l  f u n d s  a n d  

t h e  t r u s t e e  f u n d s .  A ls o  p r o v i d e s  

a n a ly s e s  o f  i n v e s t m e n t s ,  a d v ic e  o n  

in v e s t m e n t  g u i d e l i n e s ,  a n d  d ir e c t s  

t h e  i n v e s t m e n t  o f  a l l  f u n d s  i n  a c ­

c o r d a n c e  w i t h  A u t h o r it y  p r o c e d u r e s  

a n d  g u i d e l in e s .

CUSIOOIAL BANK

fIRSI NAIIONAl BANK Of ALASKA 

Acts as t h e  A u t h o r i t y 's  h a n k  l o r  p r o ­

c e s s in g  a l l  l u n d  t r a n s a c t io n s .

\ l  \  s k  \  M l  \  | ( 11 • \  | H U M )  B A N K  Al l l l O K I h
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managem en t discussion and m im
' i" h is  M a n a g e m e n t 's  D i s c u s s i o n  a n d  A n a l y s i s  ( M D & A )  is  r e q u i r e d  b y  G A S B  3 4 ,  a r u le  e s t a b "  .e d  

b y  l l i e  G o v e r n m e n t a l  A c c o u n t i n g  S t a n d a r d s  B o a r d .  P h is  s e c t i o n  is  i n t e n d e d  t o  m a k e  t h e  f i n a n ­

c ia l  s t a t e m e n t s  m o r e  u n d e r s t a n d a b l e  t o  t h e  a v e r a g e  r e a d e r  w h o  is  n o t  f a m i l i a r  w i t h  t r a d i t i o n a l  

a c c o u n t i n g  t e r m i n o l o g y .

T h i s  f in a n c i a l  r e p o r t  h a s  t w o  i n t e g r a l  p a r t s :  t h i s  A I D & A  a n d  t h e  f i n a n c i a l  s t a t e m e n t s  w i t h  t h e  a c ­

c o m p a n y i n g  n o t e s  t h a t  f o l l o w .  I b g e t h e r ,  t h e y  p r e s e n t  t h e  A la s k a  M u n i c i p a l  B o n d  B a n k  A u t h o r i t y ’s 

( “ B o n d  B a n k ” )  f in a n c i a l  p e r f o r m a n c e  d u r i n g  t h e  f is c a l y e a r  e n d e d  J u n e  3 0 . 2 0 0 5 ,  S u m m a r i z e d  p r i o r  

f is c a l  y e a r  i n f o r m a t i o n  is  s h o w n  w i t h i n  t h i s  M D & A ,  a s  n e e d e d  f o r  c o m p a r a t i v e  p u r p o s e s .

REQUIRED FINANCIAL STAIEMENI)

G A S B  3 4  r e q u i r e s  t w o  f in a n c i a l  s t a t e m e n t s :  t h e  s t a t e m e n t  o f  n e t  a s s e ts  a n d  g o v e r n m e n t a l  f u n d  

b a la n c e  s h e e t  a n i l  t h e  s t a t e m e n t  o f  a c t iv i t i e s  a n d  g o v e r n m e n t a l  f u n d  r e v e n u e s ,  e x p e n d i t u r e s  a n d  

c h a n g e s  in  f u n d  b a la n c e s .  T h e s e  s t a t e m e n t s  r e p o r t  f i n a n c i a l  i n f o r m a t i o n  a b o u t  t h e  B o n d  B a n k s  

a c t iv i t i e s  u s i n g  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c ip l e s .

FINANCIAL HIGHLIGHTS

D u r i n g  f is c a l  y e a r  2 0 0 '  t h e  B o n d  B a n k  a p p r o v e d  1 0  m u n i c i p a l i t i e s ’ a p p l i c a t i o n s  a n d  p u r c h a s e d  

S " S . 4  m i l l i o n  i n  m u n i c i p a l  l i o n d s .  T h e  s u b s e q u e n t  is s u a n c e  o f  B o n d  B a n k  B o n d s  r e s u lt e d  i n  a p ­

p r o x i m a t e  s a v in g s  o f  S I 4 . B  m i l l i o n  t o  t h e  b o r r o w i n g  c o m m u n i t i e s .  X d d i d o n a l l y ,  t h e  B o n d  B a n k  

e n t e r e d  i n t o  a m e n d e d  lo a n  a g r e e m e n t s  o n  1 0  e x i s t i n g  b o n d  is s u e s  a n d  p u r c h a s e d  S 4 I  m i l l i o n  in  

m u n i c i p a l  b o n d s .  T h e  a m e n d e d  b o n d  is s u e s  r e s u lt e d  i n  a p p r o x i m a t e l y  S 1 . 0  m i l l i o n  i n  s a v in g s  t o  

t h e  b o r r o w  i n g  c o m m u n i t i e s ,  d o t a l  b o n d  is s u a n c e  f o r  F Y 2 0 0 5  w a s  S I  2 3 . 0  m i l l i o n ,  f u n d i n g  S I  1 0 .4  

m i l l i o n  in  2 0  lo a n s  t o  1 6  c o m m u n i t i e s  a n d  p r o v i d i n g  t o t a l  s a v in g s  o f  S I  6 . 7  m i l l i o n .  T h i s  a c t i v i t y  

le v e l  a n d  c o m m u n i t y  b e n e f i t  is  c o m p a r a b l e  t o  I V 2 0 0 4  w h e n  t h e  B o n d  B a n k  is s u e d  S I 0 0 . 5  m i l l i o n  

t o  f u n d  f o u r t e e n  c o m m u n i t i e s ’ p r o j e c t s  a m *  p r o v i d e d  s a v in g s  o f  S 4 . 8  m i l l i o n  t o  t h e  b o r r o w i n g  

c o m m u n i t i e s .

T h e  f i n a n c i a l  p o s i t i o n  o f  t h e  B o n d  B a n k  r e m a i n s  s t r o n g .  \ l l  r e s e r v e s  a r e  f u l l y  f u n d e d  a n d  i n v e s t e d .  

F is c a l  y e a r  2 0 0 5  i n v e s t m e n t  e a r n i n g s  f u n d e d  f is c a l  y e a r  2 0 0 5  o p e r a t i o n s  a n d  w i l l  p r o v i d e  f o r  a 

$ 4 0 2 , 4 2 7  t r a n s f e r  t o  t h e  s t a t e ’s g e n e r a l  l u n d  i n  f is c a l  v e a r  2 0 0 6 .  T h i s  t r a n s f e r  w i l l  b e  in  a d d i t i o n  

t o  t h e  S 2  5 0 , 0 0 0  t r a n s f e r  p r o v i d e d  i n  t h e  s ta te 's  f is c a l  y e a r  2 0 0 6  o p e r a t i n g  b u d g e t .  I l i e  B o n d  B a n k  

h o l d s  u n r e s t r i c t e d  r e s e r v e s  a d e q u a t e  t o  m a k e  u p  s h o r t f a l l s  in  y e a r s  t h a t  i n v e s t m e n t  e a r n i n g s  a r e  

n o t  u f f i c i e n t  t o  f u n d  o p e r a t i o n s .

STATEMENT Of NET ASSETS

T h e  s t a t e m e n t  o f  n e t  a s s e ts  r e p o r t  a s s e ts , l i a b i l i t i e s  a n d  n e t  a s s e ts  o f  t h e  B o n d  B a n k .

ASSETS

V s s e is  r e p r e s e n t  I ) t h e  v a l u e  o f  t h e  B o n d  B a n k ’s  i n v e s t m e n t s  a n d  i n v e s t m e n t  i n c o m e  r e c e i v a b l e  

o n  t h e  f in a n c i a l  s t a t e m e n t  d a t e s ,  r e c o r d e d  a t f a i r  m a r k e t  v a l u e ,  a n d  2 )  b o n d  p r i n c i p a l  a n d  i n t e r ­

e s t  p a y m e n t s  r e c e i v a b l e  f r o m  m u n i c i p a l i t i e s .  T h e  i n v e s t m e n t s  g e n e r a t e  i n c o m e  f o r  t h e  B o m *  

B a n k  t o  u s e  t o  m e e t  r e s e r v e  r e q u i r e m e n t s  a n d  p a y  o p e r a t i n g  c o s t s .  J tc e s s  i n v e s t m e n t  e a r n i n g s  

a r e  d i s t r i b u t e d  t o  t h e  S t a t e  o f  A la s k a 's  ( S t a t e )  g e n e r a l  f u n d  e a c h  y e a r .  I n t e r e s t  r e c e iv e d  o n  b o n d s
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p u r c h a s e d  f r o m  m u n i c i p a l i t i e s  is  u s e d  t o  p a y  t h e  B o n d  B a n k 's  c o r r e s p o n d i n g  i n t e r e s t  p a y m e n t s  

o n  t h e  b o n d s  t h a t  it  h a s  is s u e d .

LIABILITIES
I . l a b i l i t i e s  r e p r e s e n t  c l a im s  a g a in s t  t h e  f u n d  f o r  I ) g o o d s  a n d  s e n d e e s  p r o v i d e d  b e f o r e  t h e  f i n a n c i a l  

s t a t e m e n t  d a t e  h u t  n o t  y e t  p a i d  f o r  i t  t h a t  d a t e ,  a n d  2 )  i n t e r e s t  a n d  b o n d  p a y m e n t s  d u e  t o  p u r c h a s ­

e r s  o f  t h e  B o n d  B a n k ’s b o n d s  a f t e r  t h e  f i n a n c i a l  s t a t e m e n t  d a t e .

RESTRICTED AND UN RfSTR iH EL NET A S S E T i

V e t  a s s e ts  a r e  c o m p r i s e d  o f  t w o  c o m p o n e n t s .  T h e  r e s t r i c t e d  p o r t i o n  r e f l e c t s  m o n i e s  m a i n t a i n e d  

i n  s e p a r a t e  t r u s t  a c c o u n t s  w h e r e  t h e i r  u s e  is  l i m i t e d  b y  a p p l i c a b l e  b o n d  c o v e n a n t s  f o r  r e p a y m e n t  

o f  b o n d s .  T h e  u n r e s t r i c t e d  p o r t i o n  r e f le c t s  t h e  a c c u m u l a t e d  e x c e s s  o f  t h e  A u t h o r i t y ’s  s h a r e  o t  

e a r n i n g s  o n  i n v e s t m e n t s  h e l d  o v e r  t h o s e  e a r n i n g s  d i s t r i b u t e d  t o  t h e  S t a t e  as w e l l  a s  i n v e s t m e n t  

i n c o m e  t h a t  h a s  n o t  b e e n  r e a l i z e d  a n d  t h e r e f o r e  is  n o t  y e t  s u b j e c t  t o  d i s t r i b u t i o n  t o  t h e  S t a t e ’s 

g e n e r a l  f u n d .

T h e  f o l l o w i n g  t a b l e  s h o w s  t h e  v a l u e  o f  B o n d  B a n k  a s s e ts  s u m m a r i z e d  a s  o f  J u n e  3 0 ,  2 0 0 5  a n d  

2 0 0 4  a s  w e l l  a s  l i a b i l i t i e s  a n d  n e t  a s s e ts .

As o flu n r  30

Change from 2004 fo 2005 

Increase (Decrease)

2005

ASSETS

C <islI a n d  In v e s tm e n ts

B o n d s  a n d  b o n d  inter* st rocci ib le

assets

LIABILITIES

•\ .counts payable and ourued liabilities 
Bonds and bond inleresl payable 
Due lo primary cioveminont

lijial liabilities

NET ASSETS

R estricted 

1 nrestricted

Total n e l ass e ts

S 5 3 1 3 7  123 

4 0 8 0 7 4 .7 8 1

401 2 1 1 ,9 0 4

3,65 s  s i  7 

4 1 6 ,0 7 4 .4 8 6

4 0 2 4 2 7

4 2 2 ,1 3 5 .7 3 0

2 6 .8 3 8 .7 6 0

1 2 2 3 7 .4 1 4

S 3 9 .0 7 c .]74

2004 Dollars Percent

5 5 0  396.591 

3 4 1 .K 4 l.i4 b 9

S 2 .7 4 0 5 3 2  

6 6 .2 3 4 2 9 2

s 4 %  

19 4  %

3 9 2 .2 3 7 .0 8 0 68.9 74,824 1 7 .6 %

1 7 8 1 2 6

3 5 2 4 4 0  (,4h

34 8 0 .6 9 1

6 5 ,6 2 7 ,8 3 8

4 0 2 ,4 2 7

1 9 5 4 .1 %

1 8 .6 %

id 0 (J %

3 5 2 6 2 4 .7 7 4 6 9 ,5 1 0 .9 5 6 1 9 7 %

2 3 .9 9 4  57 9  

1 5 6 1 7 .7 2 7

2.844.18

I3 .3 S 0 .3 1 3 )

1 1 .9 %  

- 2 1 .6 %

S 3 9 6 1 2 .3 0 6 S (5 3 6 ,1 3 2 ) - 1 .4 %

19
'9 1 9

T h e  i n c r e a s e  i n  c a s h  a n d  i n v e s t m e n t s  r e f le c t s  . e a l iz e d  a n d  u n r e a l i z e d  i n v e s t m e n t  i n c o m e .

T h e  in c r e a s e  in  b o n d s  a n d  b o n d  i n t e r e s t  r e c e i v a b l e ,  a s  u  e l l  a s  i n  b o n d s  a n d  b o n d  i n t e r e s t  p a y  a b le ,  

r e f l e c t s  t h e  is s u a n c e  o f  a p p r o x i m a t e l y  S i 2 3  m i l l i o n  i n  n e w  b o n d s  d u r i n g  t l i e  y e a r  n e t  o f  p r i n c ip a l  

p a y m e n t s  o n  b o n d s  p r e v i o u s l y  is s u e d  o f  o v e r  S 5 4 . 7  m i l l i o n .

C o m m u n i t i e s  m o n i e s  r e c e iv e d  in  a d v a n c e  o f  p a y m e n t  d a t e  a r e  n o t  a p p l ie d  t o  t h e i r  d e b t  l i a b i l i t y  

u n t i l  d u e .  I n  F Y 2 0 0 5  t h e  in c r e a s e  w a s  o v e r  S 3 . 4  m i l l i o n  f o r  t h e  c h a n g e  i n  a c c o u n t s  p a y a b l e  a n d  

a c c r u e d  l i a b i l i t i e s .



• ' .  v

MANAGEMENTS DISCUSSION All: ANAMiS. CONIiNUED

D u e  t o  p r i m a r y  g< j v e m m e n t  r e p r e s e n t s  t l i e  e x c e s s  o f  r e a l i z e d  m <  c s t m e n t  i n c o m e  o v e r  c u r r e n t  y e a r  

o p e r a t i n g  e x p e n s e s  a n d  r e s e r v e  r e q u i r e m e n t s .  I  h e  in c r e a s e  r e f l e c t s  h i g h e r  i n v e s t m e n t  e a r n i n g s  o n  

f ix e d  i n c o m e  m a r k e t a b l e  s e c u r i t i e s  r e s u l t i n g  in  c u r r e n t  y e a r  r e a l i z e d  i n v e s t m e n t  i n c o m e  g r e a t e r  

t h a n  c u r r e n t  y e a r  o p e r a t i n g  e x p e n s e s .  T h e r e  is  e x c e  s i n v e s t m e n t  i n c o m e  in  t h e  c u r r e n t  y e a r  d u e  

t o  p r i m a r y  g o v e r n m e n t .

R e s t r i c t e d  n e t  a s s e ts  r e p r e s e n t s  t h e  o r i g i n a l  a p p r o p r i a t i o n s  m a d e  b y  t h e  S t a t e  o f  S I  8 , 6 0 1,4 ?  4  t o  

f u n d  t h e  B o n d  B a n k ,  a '  w e l l  a s  B o n d  B a n k  f u n d s  p la c e d  i n t o  s e p a r a t e  a c c o u n t s  i n  a c c o r d a n c e  w i t i i  

t h e  r e s e r v e  r e q u i r e m e n t s  o f  e a c h  b o n d  i n d e n t u r e .  'T h e r e  h a v e  b e e n  n o  n e w  S t a t e  a p p r o p r i a t i o n s  

s in c e  I 9 8 6 .  T h e  in c r e a s e  in  r e s t r i c t e d  n e t  a s s e ts  r e f l e c t s  a r e c l a s s i f i c a t i o n  o f  <m e  b o n d  r e s e r v e  f u n d  

a s  w e l l  a s  t h e  b i n d i n g  o f  a d d i t i o n a l  s p e c ia l  r e s e r v e s  d u r i n g  t h e  y e a r  f r o m  t h e  C u s t o d i a n  a c c o u t v

U n r e s t r i c t e d  i n  t  a s s e ts  r e p r e s e n t  a c c u m u l a t e d  e a r n i n g s  o r  B o n d  B a n k  i n v e s t m e n t s ,  n o t  u s e d  t o  

f u n d  r e s e r v e s ,  a n d  u n r e a l i z e d  g a i n s  t h a t  a r e  s e g r e g a t e d  u n t i l  r e a l i z e d .  T h e  d e c r e a s e  i n  u n r e s t r i c t e d  

n e t  a s s e ts  is  d u e  p r i m a r i l y  t o  t h e  f u n d i n g  o f  b o n d  is s u e  r e s e n  - T h e  B o n d  B a n k ’s i n v e s t m e n t s  a r e  

a l l  h e l d  in  U . S .  ( i o v e m m e n r  s e c u r i t ie s .

mmm of aciiviiih

T h e  s t a t e m e n t  o f  a c t iv i t i e s  s h o w s  t h e  a c t iv i t y  t h a t  o c c u r r e d  d u r i n g  e a c h  o f  t h e  la s ' f is c a l  y e a r .  

Revenue)
R e v e n u e s  i n c l u d e  e a r n i n g s  o n  i n v e s t m e n t s  a n d  i n t e r e s t  p a y m e n t s  r e c e iv e d  f r o m  m u n i c i p a l i t i e s .  

T a m i n g s  o n  i n v e s t m e n t s  i n c l u d e  i n t e r e s t  o n  f ix e d  i n c o m e  m a r k e t a b l e  s e c u r i t ie s  a n d  t h e  c h a n g e  

in  f a i r  m a r k e t  v a l u e  o f  t h o s e  i n v e s t m e n t s .

Expenses
T x p e n s c s  in c lu d e .  i n t e r e s t  p a y m e n t s  m a d e  t o  b o n d  h o l d e r s  w h  < p u r c h a s e d  t h e  B o n d  B a n k ’s  b o n d s ,  

p a y m e n t s  m a d e  t o  t h e  S t a t e  o f  A la s k a  a n d  o p e r a t i n g  e x p e n s e s .  O p e r a t i n g  e x p e n s e s  i n c l u d e  a l!  

e x p e n d i t u r e s  r e q u i r e d  t o  is s u e  b o n d s  d u r i n g  t h e  c u r r e n t  y e a r  a n d  i n c l u d e  i n - h o u s e  e x p e n s e s ,  as 

w e l l  a s  e x t e r n a l  c o n s u l t a n t  ic e s .  K x p e n s c s  a r c  s u b t r a c t e d  f r o m  r e v e n u e s .

Change tiom 200a lo 2005 

For the Year Ended Increase (Decrease)

luno 30. 2005 run" 30 2004 Dollars Percent

REVENUES

In terest inc o m e  o n  h o w ls  r e re iv a b li S 11.74b ('(.4 5  1 1 3 .  - 1 1 2 S 4 4 1 W 2 )9 .0 %

In v e s tm e n t e a r ii ln g * 1.096.153 314 2 2 6 1 38 2 .3 0 7 4 ) 9 9 " . ,

fo t.il in c o m e 1 7 .4 4 4 1 9 7 1 1 6 -1 - -i.js 5.80 2.2 59 4 9  S %

EXPENSES

Ini* rest e x p e n s e  o n  b o n d s  p a y a b le 1 6 .2 0 1 4 7 7 1 1,54s |5 1 13 5 3 ,3 2 6 3 6 7 %

O p e ra tin g  e x p e n s e s (.0 2  8 2 4 7 5 5 5 2 9 (1.12.704) -2 0 ,2 %

I ’a v m e n K  to  p n m o iy  g o v e rn m e n t 1 .1 7 7 4 2 7 r  5  l l lt o 4 0 2 4 2 7 51 9 %

Total e x p e n s e s I7 .9 S 1 .7 2 9 1 3 .3 7 ?  6 8 0 4 6 0 3 0 4 9 3 3 %

C h a n g e  In  n e t assets (5.35.132) (1.7 ? 3421 1 1 9 9 .2 1 0 - 6 9 1 %

N et assets, b e g in n in g  o f period 3 9 ,6 1 2 ,3 0 6 4 1 .3 4 “  6 4 S I I  7 3 5 , i4 2 ) - 4 2 %

N et assets, e n d  o l pe riod S 39.076.174 S 3 9 ,6 1 2 3 0 6 S 1436,1 32) - 1 .4 %



THE BONO BANK A *■ W °^ f

I n t e r e s t  i n c o m e  a n d  e x p e n s e  o n  b o n d s  r e c e iv a b le  a n d  p a y a b l e  a r e  a f u n c t i o n  o f  t h e  t o t a l  a m o u n t  

o f  b o n d s  o u t s t a n d i n g ,  t h e  a g e  o f  t h e  b o n d s  a n d  t l t e  i n t e r e s t  r a t e s  a t  w h i c h  t h e ) '  a r e  is s u e d .  T h e  

in c r e a s e s  in  b o t h  t h e s e  l i n e  i t e m s  a r e  c o n s i s t e n t  w i t h  t h e  n e t  in c r e a s e  i n  b o n d  i n t e r e s t  r e c e iv a b le  

a n d  p a y a b l e  o f  $ 8 . 5  m i l l i o n  a n d  S 8 . 6  m i l l i o n ,  r e s p e c t iv e ly .

I n v e s t m  - n f  e a r n i n g s  a r e  a f u n c t i o n  o f  m a r k e t  c o n d i t i o n s .  T h e  B o n d  B a n k  u s e s  o t h e r  a s s e ts  t o  

s u b s i d i z e  d e b t  s e r v ic e  d u r i n g  t i m e s  o f  l o w  i n v e s t m e n t  r e t u r n s  i n  b o n d  r e s e r v e  f u n d s .

GOVERNMENTAL fUHDS
I  h e  g o v e r n m e n t a l  f u n d s  i n c l u d e  t h e  G e n e r a l  F u n d ,  w h i c h  a c c o u n t s  f o r  t h e  p r i m a r y  o p e r a t i o n s  

o f  t h e  B o n d  B a n k ,  a n d  t h e  D e b t  S e r v ic e  F u n d ,  w h i c h  a c c o u n t s  f o r  t h e  r e s o u r c e s  a c c u m u l a t e d  

a n d  p a y m e n t s  m a d e  o n  t h e  l o n g - t e r m  d e b t  o f  t h e  B o n d  B a n k .  T h e  p r i m a r y  d i f f e r e n c e  b e t w e e n  

t h e  g o v e r n m e n t a l  f u n d s  a n d  t h e  s t a t e m e n t  o f  n e t  a s s e ts  is  t h e  e l i m i n a t i o n  o f  i n t e r - h i n d  p a y a b le s  

a n i l  t e c e iv a b le s  a n d  b o n d  p r o c e e d  a r e  r e p o r t e d  a s  a n  o t h e r  t i n  ’ n c i n g  s o u r c e  in  t h e  g o v e r n m e n t a l  

f u n d s  a n d  t h i s  c o n t r i b u t e s  t o  t h e  c h a n g e  i n  f u n d  b a la n c e ,  i t -  t h e  s t a t e m e n t  o f  n e t  a s s e ts , h o w e v e r ,  

i s s u i n g  d e b t  in c r e a s e s  l o n g - t e r m  l i a b i l i t i e s  a n d  d o e s  n o t  a f f e c t  t h e  s t a t e m e n t  o f  a c t iv i t i e s .  S i m i l a r l y ,  

r e p a y m e n t  o f  d e b t  p r i n c i p a l  is  r e c o r d e d  a s  a n  e x p e n d i t u r e  in  t h e  g o v e r n m e n t a l  f u n d s ,  b u t  r e d u c e s  

t h e  l i a b i l i t y  i n  t h e  s t a t e m e n t  o f  n e t  a s s e ts .

I he following tables show the c 

GENERAL fUND

ASSETS

C a s h  a n d  InvL'slriicnt-.

A tC ru ed  interest l e t « ..u t ile  

irite rtu n d  ic tc iv ,t it le

Total assels  

LIABILITIES

Accounts payable ane la iu v d  lijlt i lu 

Due lo prim.itv government

lo la l lia b ilitie s

FUND BALANCE

l r u e s e a e d  

Total fund balance 

Total lia b ilit ie s  . ltd  lu n d  b a la n c e

l i a n g c s  i n  g o v e r n m e n t a l  f u n d s .

As of June 30.
Change from 2004 to 2005 

Increase (Decrease)

2005 2004 Tollars Percent

b 10.667 30K S 14.0b A 271 S 13,397,963) - 2 4  1 %

2 3 s 94 9 2 9 9 9 3 1 . (6 1 0 0 7 1 - 2 0 3 %

2 0 1 ° 7 7 0 7 2  39 3 1 2 9 6 .1 7 5 1 7 9 .1 %

1 2 9 4 6 0 2 7 13.10* 32 2 ( 2 1 6 2 7 9 3 ) - 1 4 .3 %

14002.3 1 0 3  sSS 116,865) -1 0 .2 %

4 0 2 4 2 7 - 4 0 2 .4 2 7 1 0 0 0 %

3 3 ] 4 3 0 l f n  HSS 3 8 3 ,5 6 2 2 3 2 .4 %

12.394 377 1 4 .9 4 : 434 (2 .5 4 6 .3 3 7 ) -1 7 .1 %

12.394 377 14 9 4 2 9 3 4 12 3 4 8 ,3 5 7 ) - 1 7 1 %

S 12.>46.027 S I5. l i . - s22 S i21t>2.795) -14 3%

'**■> l « t  a .1
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DEBT SERVICE FUND

Hi

ASSETS

( a s h  a n d  In v e s tm e n ts  a n d  re lated 

receivab les

B o n d s  a n d  b o n d  interest re ceivab le  

Total assets

LIABILITIES

\c c o u n ts  p a y a b le  a n d  ac cru ed  lia b ilit ie s  

In te r lu n d  p a y a b le s

total liab ilitie s

FUND BALANCE:

R esets ed

total lia b ilit ie s  a n d  fu n d  b a la n c e

GENERAL FUND

REVENUES

In te .est in c o m e  

lo la l in c o m e

EXPEN D ITU R ES

O p e ra tin g  e x p e n s e s  

P a y m e n ts  lo  p r im u a  g o v e r n m e n t 

Total e x p e n s e s

I-x ie s s  ot re v e n u e s  o x e i e x p e n d itu re s  

O th e r fin a n c in g  sou rc e s  (u s e s ) -P u n s te r s  

f u n d  b a la n c e  b e g in n in g  o l p eriod  

T urn i b a la n c e  e n d  o l p erio d

As of June 30.
Change from 2004 to 2005 

Increase (Decrease)

2005 2004 Dollars Percent

S 4 3 .6 38.791 S 3 6 7 7 2 .9 5 1 8 6.86 5 .8 4 0 18 .7 %

4 0 6 .6 4 6 .8 5 6 3 4 1 ,0 7 8 .9 0 2 6 5  5 6 7 9 5 4 1 9 2 %

4 5 0 ,2 8 5 .6 4 7 3 7 7 .8 5 1 .8 5 3 72.4 33,794 1 9 2 %

3 .5 0 9 7 9 4 1 2 2 3 8 3 4 9 7 .5 5 6 2 8 5 7 9 5 %

2 .0 1 9 .7 7 0 7 2 3  5 9 5 1 2 9 6 1 7 5 1 7 9 1 %

5.529.564 7 3 5 1 33 4 7 9 3 7 3 1 6 5 1 .5 %

4 4 4 7 5 6 ,0 8 3 3 7 7 .1 1 6 0 2 0 6 7 .6 4 0 .0 6 3 1 7 9 %

8 4 5 0 .2 8 5 ,6 4 7 3 7 7.651 8 ' 3 8 " 2 4 3 3 7 9 4 1 9 .2 %

Chaiiqc from 2004 to 2005
As of June 30. Increase (Decrease)

2005 2004 Dol'ars Percent

8 6 0 1 8 1 5 8 2 5 6 2 5 7 8 345 55 8 1 3 4 8 %

6111 X I 5 2 5 6 .2 5 7 3 a  3.358 1 3 4  8 %

6 0 2 S ’ 5 7 5 5  5 2 (| 11 52.704) - 2 0 2 %

1 17 7.427 7 7 5 0 0 0 4 0 2 4 .  / 5 1 .9 %

1 7 8 0 ,2 5 2 1 53 0 .5 2 9 2 4 9 .7 2 3 1 6 3 %

(1.178.4 371 11 27 4  2 7 2 ) (9 5 .8 3 5 ) - 7  5 %

( 1 3 6 9 .9 2 0 ) (1.551 S 0 5) (1 8 1  8 8 5 ) - 1 1 7 %

14 94 2 .9 3 4 1 7 ,7 6 9 0 1 1 (2 .8 2 6 .0 7 7 ) - 1 5 0 %

5 12 .394.577 S 14.942.934 8 (2 .5 4 8 .3 5 7 ) - 1 7 1 %
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DFBI SERVICE FUND
Change from 2004 fo 2005 

For the Year Ended Increase (Decrease)

June 30. 2005 June 30. 2004 Dollars Percent

REVENUES

Interest in m m e  o n  b o n d s  re ceivab le S 15.664 431 S 11 .329.112 S 4.33 5.3 19 3 8  j %

In v e s tm e n t e a rn in g s 1.179 351 5 7 9 6 9 1 1 2 1 .3 8 2 1 0 3 4 .5 %

Total in c o m e 1 6 8 4 3 7 8 2 1 1 .3 8 7 0 8 1 5 4 5 6 .7 0 1 4 7 9 %

EXPENDfTURES

Interest p a y m e n ts 15.2 18.639 1 2 5 7 6 9 7 3 2 6 4 1 ,6 6 6 2 1 0 %

P rin cip al p a y m e n ts 58 ,3 4 5 .0 0 0 3 4 9 7 5 .0 0 0 2 3 .3 7 0 .0 0 0 6 6 .6 %

total e x p e n s e s 7 3 5 n 3 6 3 9 4 7 5 5 1 9 7 3 2 6 .0 1 1 .6 6 6 5 4 .7 %

1 xcess ot re v e n u e s  o v e r  e x p e n d itu re s 1 5 6 .7 1 9 5 5 7 ) (3 6 .1 6 4  8 9 2 ) 2 0 5 5 4 .9 6 5 5 6 .8 %

O th e r f in a n c in g  sou rces  -

B o n d  p roceeds 12 2.990 ,00 0 1 1 3 ,2 2 5 0 0 0 9 7 6 5 0 0 0 8 6 %

transfers 1 .3 6 9 9 2 0 1 5 5 1 5 0 5 (1 8 1 ,8 8 5 ) - 1 1 7 %

Excess ot re v e n u e s  a n d  tran sfe rs  over

e x p e n d itu re s ((7 6 4 0 0 1 )3 7 8 6 1 1  9 1 3 (1 0 .9 7 1 ,8 5 0 ) - 1 4 .0 %

1 a n d  b a la n c e , b e g in n in g  ot p eriod 377 116.020 2 9 8 .5 0 4  107 7 8 6 1 1 .9 1 3 2 6 .3 %

f u n d  b a la n c e , e n d  ot p eriod S 4 4 4  7 5 6 0 8 3 S 3 7 7 1 1 6 0 2 0 S 6 7 6 4 0 .0 6 3 1 7 9 %

DEBT

\ t  y e a r  e n d  t h e  B u n d  B a n k  h a d  5 3 9 8 , 1 2 3 , 8 7 8  n f  b o n d s  a n d  n o t e s  o u t s t a n d i n g  u p  1 0 %  f r o m  

S 3  3 3 , 5 13 , 3 7 8  a t J u n e  3 0 ,  2 0 0 4 .  I h e  d e b t  is  s e c u r e d  I n  t h e  a s s e ts  o l  t h e  B o n d  B a n k ,  l l i e  o u t s t a n d ­

i n g  b a la n c e  is  c o m p r i s e d  o f  t h e  f o l l o w  i n g :

( n ’n e ru l o b lig a t io n  b o n d s  p a y a b le  

R e v e n u e  I e  d s  p a y a b le  

C oa slit! I n e tq v  n o te s  p a y a b le

8 J'M 1 5T Sllll
92.9600011 

11 00587s
5 jy8.123.378
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INDEPENDENT AUDITORS' REPORT

El.(, K E  REMF E E I) M E R T Z  11 <

T h e  B o a r d  o f  D i r e c t o r s

A la s k a  M u n i c i p a l  B o n d  B a n k  A u t h o r i t y :

W e  h a v e  a u d i t e d  t h e  a c c o m p a n y i n g  b a s ic  l i n a n e i a l  s t a t e m e n t s  o f  t h e  A la s k a  M u n i c i p a l  B o n d  B a n k  

A u t h o r i t y  ( t h e  A u t h o r i t y ) ,  a c o m p o n e n t  u n i t  o f  t h e  S t a t e  o f  A la s k a ,  a s  o f  a n d  f o r  t h e  y e a r  e n d e d  

J u n e  3 0 , 2 0 0 5 ,  a s  l i s t e d  in  t h e  t a b l e  o f  c o n t e n t s .  T h e s e  f i n a n c i a l  s t a t e m e n t s  a r c  t h e  r e s p o n s i b i l i t y  

o f  t h e  m a n a g e m e n t  o f  t h e  A u t h o r i t y .  ( ) u r  r e s p o n s i b i l i t y  is  t o  e x p r e s s  a n  o p i n i o n  o n  t h e s e  f in a n c i a l  

s t a t e m e n t s  b a s e d  o n  o u r  a u d i t .

W e  c o n d u c t e d  o u r  a u d i t  i n  a c c o r d a n c e  \ \  i t h  a u d i t i n g  s t a n d a r d s  g e n e r a l l y  a c c e p t e d  in  t h e  U n i t e d  

S t a t e s  o f  A m e r i c a .  T h o s e  s t a n d a r d s  r e q u i r e  t h a t  w e  p l a n  a n d  p e  f o r m  t h e  a u d i t  t o  o b t a i n  r e a ­

s o n a b le  a s s u r a n c e  a b o u t  w h e t h e r  t h e  f i n a n c i a l  s t a t e m e n t s  a r e  f r e e  o f  m a t e r i a l  m i s s t a t e m e n t .  A n  

a u d i t  i n c lu d e s  e x a m i n i n g  o n  a t e s t  b a s is , e v i d e n c e  s u p p o r t i n g  t h e  a m o u n t s  a n d  d i s c lo s u r e s  i n  t h e  

f in a n c i a l  s t a t e m e n t s .  A n  a u d i t  als< > i n c lu d e s  a s s e s s in g  t h e  a c c o u n t i n g  p r i n c ip l e s  u s e d  a n d  s ig n i f i c a n t  

e s t i m a t e s  m a d e  b y  m a n a g e m e n t ,  a s  w e l l  a s  e v a l u a t i n g  t h e  o v e r a l l  f i n a n c i a l  s t a t e m e n t  p r e s e n t a t i o n .  

W e  b e l i e v e  t h a t  o u r  a u d i t  p r o v i d e s  a r e a s o n a b le  b a s is  f i r  o u r  o p i n i o n .

I n  o u r  o p i n i o n ,  t h e  f i n a n c i a l  s t a t e m e n t s  r e f e r r e d  t o  a b o v e  p r e s e n t  f a i r l y ,  i n  a l l  m a t e r i a l  r e s p e c t s ,  

t h e  f in a n c i a l  p o s i t i o n  o f  t h e  A la s k a  M u n i c i p a l  B o n d  B a n k  A u t h o r i t x  a s  o l  J u n e  3 0 ,  2 0 0 5 ,  a n d  t h e  

r e s u lt s  o f  i t s  o p e r a t i o n s  a n d  its  c a s h  f lo w s  l o r  t h e  y e a r  t h e n  e n d e d  i n  c o n f o r m i t y  w i t h  a c c o u n t i n g  

p r i n c ip l e s  g e n e r a l l y  a c c e p t e d  in  t h e  U n i t e d  S t a t e s  o f  A m e r i c a

T h e  M a n a g e m e n t s  D i s c u s s i o n  a n d  A n a l y s i s  o n  p a g e s  1 4  t h r o u g h  I V ,  is  n o t  a r e q u i r e d  p a r t  o f  

t h e  b a s ic  f i n a n c i a l  s t a t e m e n t s  b u t  is  s u p p l e m e n t a r y  i n f o r m a t i o n  r e q u i r e d  I n  t h e  G o v e r n m e n t a l  

A c c o u n t i n g  S t a n d a r d s  B o a r d .  W e  h a v e  a p p l ie d  c e r t a i n  l i m i t e d  p r o c e d u r e s ,  w h i c h  c o n s is t e d  p r i n c i ­

p a l l y  o f  i n q u i r i e s  o f  m a n a g e m e n t  r e g a r d i n g  t h e  m e t h o d s  o f  m e a s u r e m e n t  a n d  p r e s e n t a t i o n  o f  t h e  

s u p p l e m e n t a r y  i n f o r m a t i o n .  I l o w e v e r ,  w e  d i d  n o t  a u d i t  t h e  i n f o r m a t i o n  a n d  e x p r e s s  n o  o p i n i o n  

o n  it .  T h e  S u p p l e m e n t a l  S c h e d u l e  o f  S t a t u t o r y  R e s e r v e  A c c o u n t s - . A s s e t s ,  L i a b i l i t i e s  a n d  A c c o u n t  

R e s e r v e s  is  p r e s e n t e d  f o r  p u r p o s e s  o f  a d d i t i o n a l  a n a l y s i s  a n d  a r e  n o t  a r e q u i r e d  p a r t  o l  t h e  b a s ic  

f in a n c i a l  s t a t e m e n t s .  T h e  s c h e d u l e  h a s  b e e n  s u b je c t e d  t o  t h e  a u d i t i n g  p r o c e d u r e s  a p p l ie d  i n  t h e  

a u d i t  o l  t h e  b a s ic  f i n a n c i a l  s t a t e m e n t s  a n d ,  i n  o u r  o p i n i o n ,  is f a i r l y  s t a t e d  i n  a l l  m a t e r - . . - !  r e s p e c t s  

m  r e l a t i o n  t o  t h e  b a s ic  f i n a n c i a l  s t a t e m e n t s  t a k e n  a s  w h o l e ,

September 23, 2005



aci * i

S1AT€M€NI OF NCT ASSETS AND 

GOVERNMENTAL FUNDS BALANCE SHEET

It in e  30. 2 0 0 5

IHE BONO BANK A * -/ W 0^

General

Fund

Debt Service 

Fund Total

Adjustments 

(Note 6)

Statement of 

Net Assets

ASSETS

C a s h  a n d  c a sh  e q u iv a le n ts S 21 2,461 5,32 4,1 10 5.536.571 - 5,536,571

In ve stm en ts, a t  fair v a lu e  (n o te  4 ) 9.614 S47 3 7 .9 8 5 ,7 0 5 4 7 .6 0 0 .5 5 2 - 4 7 ,6 0 0 ,5 5 2

A cc rue d  interest receivable:

B o n d s  receivab le 15.469 8 ,52 3.4 78 8  5 3 8 2 4 7 - 8 ,5 3 8 ,9 4 7

In v e s tm e n t secu rities 2 2 3 4 8 0 32 8 .9 7 6 5 5 2 .4 5 a - 5 5 2 4 5 6

B u n d s  re ceivab le  (n o te  5) 8 6 0 .0 0 0 3 9 8 1 2 3 3 7 8 3 9 8 9 8 3 ,3 7 ) - 3 9 8 .9 8 3 ,3 7 8

In te rfu n d  receivab les 2 .01 9.7 70 - 2 0 1 9 7 * 0 (2 .0 1 9 .7 7 0 ) -

Total assets S 12,946.027 150.285,647 4 6 3 ,2 ’ r.674 ( 2 ,0 1 9 7 7 0 ) 4 6 1 ,2 1 1 .9 0 4

LI ABILITIES

A c c o u n ts  p a ya b le S 12.277 - 12.277 - 12,277

D eferred re ve n u e - 3 .5 0 9 7 9 4 3 5 0 9.794 - 3,50 9.7 94

A cc rue d  interest p a y a b le - - - 8 ,66 3.6 08 8 .6 6 3 .6 0 8

A rb itrag e interest rebate p a y a b le 13 6.746 - 1 3 6 7 4 6 - 13 6 .7 4 6

D u e  lo  Primary' G o v e r n m e n t 4 0 2 .4 2 7 - 4 0 2 .4 2 7 - 4 0 2 .4 2 7

In te rfu n d  p a y a b le s - 2 0 1 9 .7 7 0 2 0 1 9 7 7 0 (2 .0 1 9 7 7 0 ) -

1 o n c j-te rm  lia b ilitie s  (n o te s  5 a n d  (i):

Portion d u e  or p a y a b le  w ith in  o n e  year

G e n e ra l o b lig a t io n  b u n d s  p a y a b le - - - 2 1 ,6 9 5 0 0 0 2 1 ,6 9 3 0 0 0

Rev e n u e  b o n d s  p a y a b le - - - 4 7 9 0 0 0 0 4 7 9 0 0 0 0

O th e r lo n g -te r m  d eb t - - - 5 ,40 3,0 00 5 4 0 0 .0 0 0

P o rtion  d u e  or p a y a b le  a lte r o n e  y e a r

G e n e ra l o b lig a tio n  b o n d s  p a y a b le - - - 2 8 2  2 2 5 ,0 0 0 2 8 2 ,2 2 5 ,0 0 0

R e v e n u e  b o n d s  p a y a b le - - - 8 9 ,6 9 5 .0 0 0 8 9 .6 9 5 0 0 0

O th er lo n g -te r m  d ebt - - - 3 6 0 5 ,8 7 8 3 6 0 5  8 7 8

Total lia b ilit ie s 55 1 .4 5 0 5,52 9.5 64 6 .0 8 1 .0 1 4 4 1 6 .0 5 4 .7 1 b 4 2 2 .1 3 3 7 3 0

FUND BALANCES NET ASSETS

l u n d  R a la n c e s

R e s e n  ed - 444 7 5 6 ,0 8  i 4 4 4 ,7 5 6 .0 8 3 (4 4 4 ,7 5 6 ,0 8 3 ) -

1 inreserved 12.394 57 7 - 12,3 94,577 ( 1 2 3 9 4 5 7 7 ) -

Total fu n d  b< la n c e s 1 2 3 9 4  577 4 4 4 ,7 5 6 ,0 8 3 4 5 7 .1 5 0 .6 6 0 (4 5 7 ,1 5 0 6 6 0 ) -

Total lia b ilit ie s  a n d  lu n d  b a la n c e s 5 1 2 9 4 ( 0 2 7 4 5 0 ,2 8 5 6 4 7 4 6 3 ,2 3 1 .6 7 4

M el assets

R estricted lot d eb t service 

1 nrestncted

Total ne t assets S

2 6 .8 3 8 .7 6 0

1 2 .2 3 7 4 1 4

3 9 0 7 6 1 7 4

2 6 ,8 3 8 7 6 0  

12.237.414

39 .0 7 6 .1 7 4

Sec accompanying nutes to linaneial statements
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s t a t e m e n t  o f  a c i i v i i i e s  a n d  g o v e r n m e n t a l  f u n d  r e v e n u e s . 

EXPENDITURES, AND CHANGES IN FUND BALANCES/NET m SSEIS

For I N '  y e a r e n d e d  Jun< ’ 0. 2 0 0 5

REVENUES:

In v e s lm e n t e a r n in g s  

Interest in c o m e  o n  h o n d s  re c e iv a b le

Total re v e n u e s

EXPENDITURES / EXPENSES

D e b t service

P rin c ip a l p a y m e n ts  

Interest p a y m e n ts  e x p e n s e  

P a y m e n ts  to p rim a ry  g o v e rn m e n t 

P io le ss i >nal services 

A rb itrag e interest 

P e rso n a l services 

P rin tin g  a n d  a d v e rtis in g  

A d m in is tra tiv e  travel 

O ffice e x p e n s e  

M is c e lla n e o u s  e xpe r :,es

Total e x p e n d itu re s  e x p i n ses

/ ] i  Excess (d e lK ie n c v l ot re v e i.'ie s

over e v p e n d ilu r e s  e x p e n s e s

OTHER FINANCING SOURCE USES

Proceeds o l b o n d s  p a y a b le  

Iransters to -fro m  ( is lo d i.il I u n d  

Transfers -  In te rn a l activ ities

Total o th e r t in a n c in g  sou rce u s e

I vcess (delxiericy) o l revenues an d  

transfers in  over expenditures 

ex| senses a n d  Iransters out

FUND BALANCES /  NET ASSETS

B e g in n in g  ot th e  year

L n d  ot th e  y e a r

Central Debt Strvlct Adjustments Statement o l

Fund Fund Total (Note 6) Net Assets

S 51 7 .1 8 2 1 179.351 1.696.533 1 6 9 6 .5 3 3

84 ,6 3 3 " ‘*'64.431 1 5 7 4 9 0 8 4 -  15.749.U64

6 0 1 .8 1 5 1 6 8 4 3 ,7 8 2 1 7 4 4 5 .5 9 7 -  17 .445.597

1 1 7 7 4 2 7  

491.031

7 1 ,4 0 0

2 6 ,6 8 5

9 9 7 0

3.155

584

5 8 ,3 4 5 ,0 0 0

1 5 2 1 8 .6 3 9

5 8 .3 4 5 ,0 0 0  

1 5 2 1 8 6 3 9  

1 1 7 7 ,4 2 7  

491,031

7 1 4 0 0

2 6 6 8 5

9,07 0

3 1 5 5

584

I5 8 J 4 5 0 0 0 )

9 8 2 .8 3 8 16 .2 01.477

1,177.427

491.031

7 1 .4 0 0

2 6 ,6 8 5

9 9 7 0

3,155

584

1 7 8 0 2 5 2 7 3 >o 1 6 3 9 75.343.891 (3 7 .3 6 2 1 6 2 ) 17 9 8 1 .7 2 9

,1 1 7 8 4 3 7 1 (5 6 .7 1 9 8 5 7 ) 1 5 7 8 9 8  2 0 4 ) 5 7 3 6 2 1 6 2 (5 3 6  132)

1 2 2 9 9 0 .0 0 0 1 2 2 9 9 0 0 0 0 (1 2 2 9 9 0 .0 0 0 )

1 2 8 4 4 .1 8 1 ) 2 8 4 4  181 - - -

1.474.261 (1 4 7 4  2 6 1 ) - -

(1 .36 *19 20) 124 3 5 9 .9 2 0 122.99(10011 (1 2 2 ,9 9 0 .0 0 0 ) -

12 >48.357) 6 7 .6 4 0 0 6 3 6 5 0 9 1 .7 0 6 (65.1)27 8 58) 1536.1321

14 9 4 2 ,9 3 4 3 7 7 1 1 6 ,0 2 0 3 9 2 0 3 8 9 5 4 1 15 2.410 648 1 3 9 6 1 2 3 0 6

S i2 .3 9 4 .5 7 7 1 4 4 7 5 6 ,0 8 3 4 5 7 ,1 5 0 6 6 U (4 1 8 .0 7 4 .4 8 6 ) 3 9 .0 7 6 1 7 4

Set' accompanying notes to financial statements.



NOTES 10 fIN A N C IA l SIAIEA\ENIS 

NOTE 1 ►  H lSIO R y/REPO RIING  f N l l i y

I h e  -V la s k .i . M u n i c i p a l  B u n d  B a n k  \ u t h o r i t y  ( A u t h o r i t y  n r  B u n d  B a n k )  w a s  c r e a t e d  p u r s u a n t  t o  

\ l a s k a  S t a t u t e ,  ( C h a p t e r  S 5 ,  T i t l e  4 4 ,  as a m e n d e d ,  ( A c t )  a s  a p u b l i c  c o r p o r a t i o n  a n d  i n s t r u m e n t a l  

i t v  o f  t h e  S t a t e  o f  A la s k a  ( S t a t e ) ,  h u t  w i t h  a le g a l  e x is t e n c e  i n d e p e n d e n t  o f  a n d  s e p a r a t e  f r o m  t h e  

S t a t e .  T h e  a u t h o r i t y  is  a d i s c r e '  ! y  p r e s e n t e d  c o m p o n e n t  u n i t  o f  t h e  S t a t e  o f  A la s k a  f o r  p u r p o s e s  

o f  f i n a n c i a l  r e p o r t i n g .

I h e  A u t h o r i n '  w a s  c r e a t e d  f o r  t h e  p u r p o s e  o r  m a k i n g  m o n e y s  a v a i l a b l e  t o  m u n i c i p a l i t i e s  w i t h i n  

t h e  S t a t e  t o  f in a n c e  c a p i t a l  p r o j e c t s  o r  f o r  o t h e r  a u t h o r i z e d  p u r p o s e s  b y  m e a n s  o f  is s u a n c e  o f  b o n d s  

b y  t h e  A u t h o r i t y  a n d  u s e  o f  p r o c e e d s  f r o m  s u c h  b o n d s  t o  p u r c h a s e  f r o m  t h e  m u n i c i p a l i t i e s  t h e i r  

g e n e r a l  o b l i g a t i o n  a n d  r e v e n u e  b o n d s .  T h e  A u t h o r i t y  c o m m e n c e d  o p e r a t i o n s  i n  A u g u s t  1 9 7 5 .

T h e  b o n d s  a r e  o b l i g a t i o n s  o f  t h e  A u t h o r i t y ,  p a y a b l e  o n l y  f r o m  r e v e n u e s  o r  f u n d s  o f  t h e  A u t h o r i t y ,  

a n d  t h e  S t a t e  o f  A la s k a  is  n o t  o b l i g a t e d  t o  p a y  p r i n c i p a l  o r  i n t e r e s t  t h e r e o n ,  a n d  n e i t h e r  t h e  f a i t h  

a n d  c r e d i t  n o r  t h e  t a x in g  p o w e r  o f  t h e  S t a t e  is  p l e d g e d  t o  t h e  b o n d s .  T h e  m u n i c i p a l  b o n d s  a n d  

m u n i c i p a l  b o n d  p a y m e n t s ,  i n v e s t m e n t s  t h e r e o f  a n d  p r o c e e d s  o f  s u c h  i n v e s t m e n t s ,  i f  a n y ,  a n d  a l l  

f u n d s  a n d  a c c o u n t s  e s t a b l i s h e d  b y  t h e  b o n d  r e s o l u t i o n  t o  b e  h e l d  b y  t h e  T r u s t e e  ( w i t h  t h e  e x c e p ­

t i o n  o f  t h e  C o a s t a l  K n e r g y  I . o a n  D e b t  S e r v ic e  P r o g r a m ,  w h i c h  is  a d m i n i s t e r e d  I n  t h e  A u t h o r i t y )  

a r e  p l e d g e d  a n d  a s s ig n e d  f o r  t h e  p a y m e n t  o f  b o n d s .

T h e  A u t h o r i t y  m a y  n o t  is s u e  r e v e n u e  b o n d s  i n  e x c e s s  o f S 7 5  m i l l i o n  i n  a n y  f is c a l  y e a r  u n le s s  t h e  

S t a t e  o f  A la s k a  L e g i s l a t u r e  a p p r o v e s  a g r e a t e r  a m o u n t .

\ S  4 4 . N 5 . 1 8 0 ( c )  w a s  e n a c t e d  i n  1 9 7 5 ,  l i m i t i n g  B o n d  B a n k  b o n d s  o u t s t a n d i n g  a t  a n y  t i m e  t o  S i  5 0  

m i l l i o n .  T h i s  S t a t u e  h a s  b e e n  p e r i o d i c a l l y  a m e n d e d  t o  r a is e  t h e  l i m i t  I n  2 0 0 3 ,  t h e  l i m i t  w a s  

r a is e d  t o  $ 5 0 0  m i l l i o n ,  l o t a l  B o n d  B a n k  b o n d s  a n d  n o t e s  o u t s t a n d i n g  as o f  J u n e  3 0 ,  2 0 0 5  a r e  

a p p r o x i m a t e l y  $ 4 0 9 , 4  m i l l i o n ,  I b u s ,  t h e  l i m i t  o n  a d d i t i o n a l  b o n d  is s u a n c e  a s  o f  J u n e  3 0 .  2 0 0 5  is  

a p p r o x i m a t e ! )  S 9 0 . f i  m i l l i o n .

NOTE 2  ►  SUMMARY O f SIGNIFICANT ACCOUNfING POLICIES

T h e  Ci’ o v e m m e n t a l  A c c o u n t i n g  S t a n d a r d s  B o a r d  ( ( ■  \ S B )  is  t h e  a c c e p t e d  s t a n d a r d - s e t t i n g  b o d y  

f o r  e s t a b l i s h i n g  g o v e r n m e n t a l  a c c o u n t i n g  a n d  f i n a n c i a l  p r i n c i p l e s .  T h e  m o s t  s i g n i f i c a n t  o f  t h e  

\ u t h o r i t y s  a c c o u n t i n g  p o l i c i e s  a r e  d e s c r i b e d  b e lo w .

(A) GOVERNAENI-WIDE AND fUND fINANCIAl ilAlEMENIS

T h e  s t a t e m e n t  o f  n e t  a s s e ts  a n d  t h e  s t a t e m e n t  o f  c h a n g e s  i n  n e t  a s s e ts  r e p o r t  i n f o r m a t i o n  o n  

a l i  o f  t h e  a c t iv i t i e s  o f  t h e  A u t h o r i t y .  F o r  t h e  m o s t  p a r t ,  t h e  e f f e c t  o f  i n t e r f u n d  a c t i v i t y  h a s  b e e n  

r e m o v e d  f r o m  t h e s e  s t a t e m e n t s .  T h e  b a la n c e  s h e e t  a n d  s t a t e m e n t  o f  r e v e n u e s ,  e x p e n d i t u r e s  

a n t i  c h a n g  i n  f u n d  b a la n c e s  ar<- p r o v i d e d  f o r  g o v e r n m e n t a l  f u n d s .

IHE BOND BANK /T*s /»Ga \^/ofkt



IB) m sm m \ focus, basis  o f  a c c o u n iin g  a n d  f in a n d a i  s ia ie a f n i  p p c s f n ia iio n

l  l i e  g o v e m m e n t - w i d e  f i n a n c i a l  s l a t e r  m s  a r e  r e p o r t e d  u s i n g  t i i e  e c o n o m i c  r e s o u r c e s  m e a ­

s u r e m e n t  f o c u s  a n d  t h e  a c c r u a l  b a s is  o f  a c c o u n t i n g .  R e v e n u e s  a r e  r e c o r d e d  w h e n  e a r n e d  a n d  

e x p e n s e s  a r e  r e c o r d e d  w h e n  a l i a b i l i t y  is  i n c u r r e d ,  r e g a r d le s s  o f  t h e  t i m i n g  o f  r e la t e d  c a s h  

f lo w s .

G o v e r n m e n t a l  f u n d  f i n a n c i a l  s t a t e m e n t s  a r e  r e p o r t e d  u s i n g  t h e  c u r r e n t  f i n a n c i a l  r e s o u r c e s  

m e a s u r e m e n t  f o c u s  a n d  t h e  m o d i f i e d  a c c r u a l  h a s is  o f  a c c o u n t i n g .  R e v e n u e s  a r e  r e c o g n iz e d  a s  

s o o n  a s  t h e y  a r e  h o t h  m e a s u r a b l e  a n d  a v a i l a b l e .  R e v e n u e s  a r e  c o n s i d e r e d  t o  b e  a v a i l a b l e  w h e n  

t h e y  a r e  c o l l e c t i b l e  w i t h i n  t h e  c u t  r e n t  p e r i o d  o r  s o o n  e n o u g h  t h e r e a f t e r  t > p a y  l i a b i l i t i e s  o f  t h e  

c u r r e n t  p e r i o d .  F o r  t h i s  p u r p o s e ,  t h e  g o v e r n m e n t  c o n s i d e r s  r e v e n u e s  t o  l i e  a v a i l a b l e  i t  t h e )  

a r e  c o l l e c t e d  w i t h i n  IS O  d a y s  o f  t h e  e n d  o f  t h e  c u r r e n t  f is c a l  p e r i o d .  F x p c n d i t u r c s  g e n e r a l l y  

a r e  r e c o r d e d  w h e n  a l i a b i l i t y  is  i n c u r r e d ,  a s  u n d e r  a c c r u a l  a c c o u n t i n g .  I l o  v o v c r ,  d e b t  s e r v ic e  

e x p e n d i t u r e s  a r e  r e c o r d e d  o n l y  w h e n  p a y m e n t  is  d u e .

T h e  A u t h o r i t )  r e p o r t s  t h e  f o l l o w i n g  m a j o r  g o v e r n m e n t a l  f u n d s .

I h e  g e n e r a l f u n d  is  t  h  e A u t h o r i t y 's  p r im a r y  o p e r a t i n g  f u n d .  I t  a c c o u n t s  f o r  o i l  f m . n i u . i l  r e s o u r c e s  

o f  t h e  A u t h o r i t y ,  e x c e p t  t h o s e  r e q u i r e d  t o  l i e  a c c o u n t e d  f o r  i n  a n o t h e r  f u n d .

I l i e  d e b t  s e r v ic e  f u n d  a c c o u n t s  f o r  t h e  r e s o u r c e s  a c c u m u l a t e d  a n d  p a y m e n t s  m a d e  Ii >r p r i n c i p a l  

a n d  i n t e r e s t  o n  l o n g - t e r m  d e b t  o f  t h e  \ i i i h o r i t y .

T h e  p u r p o s e s  o f  e a c h  o f  t h e s e  f u n d s  a r e  d e s c r i b e d  i n  t h e  f o l l o w  i n g  p a r a g r a p h s :

GENERAL FUND

I l i e  G e n e r a l  F u n d  is  c o m p r i i e d  o f  a c u s t o d ia n  a c c o u n t  a n d  a n  o p e r a t i n g  a c c o u n t .  T h e  

c u s t o d ia n  a c c o u n t  is  e s t a b l i s h e d  t o  a c c o u n t  f o r  a p p r o p r i a t i o n s  b y  t h e  S t a t e  o f  A la s k a  

L e g i s l a t u r e  a v a i l a b l e  t o  f u n d  t h e  s p e c ia l  r e s e r v e  a c c o u n t .  T h e  O p e r a t i n g  \ c c o u n t  is 

e s t a b l i s h e d  t o  a c c o u n t  f o r  t h e  o r d m a r  o p e r a t i o n s  o f  t i n  \ u t h o r i t y .  M o n e y s  a r e  d e r i v e d  

f r o m  t h e  f o l l o w i n g  s o u r c e s :  ( a )  a m o u n t s  a p p r o p r i a t e d  by t h e  L e g i s l a t u r e ,  ( h )  f e e s  a n d  

c h a r g e s  c o l le c t e d ,  ( c )  i n c o m e  o n  i n v e s t m e n t s  o f  t h e  S t a t u t o r y  R e s e r v e  A c c o u n t  i n  e x c e s s  

o f  r e q u i r e d  d e b t  s e r v ic e  r e s e r v e s  r e q u i r e d  b y  b o n d  r e s o l u t i o n s  a n d  ( d ) a n v  o t h e r  m o n e y s  

m a d e  a v a i l a b l e  f o r  p u r p n . e s  o f  t h e  G e n e r a l  F u n d  f r o m  a n y  o t h e r  s o u r c e .

A m o u n t s  in  t h e  O p e r a t i n g  A c c o u n t  m a y  h e  u s e d  t o  p a y  ( a )  a d m i n i s t r a t i v e  e x p e n s e s  o f  

t h e  A u t h o r i t y ,  ( b )  fe e s  a n d  e x p e n s e s  o f  t h e  T r u s t e e  I p a y i n g  a g e n t s ,  (<•) f i n a n c i n g  c o s ts  

i n c u r r e d  w i t h  r e s p e c t  t o  is s u a n c e  o f  b o n d s  a n d  ( d )  a n y  e x p e n s e s  i n  c a r r y i n g  o u t  a n y  o i l i e r  

p u r p o s e  t h e n  a u t h o r i z e d  by t h e  A c t .  I l i e  e x c e s s  r e v e n u e s  o f  t h e  O p e r a t i n g  A c c o u n t  a r e  

r e t u r n e d  t o  t h e  S t a t e  o f  M a s k a

DE01 SFRVICf FUND

W i t h i n  t h e  D e b t  S e r v ic e  F u n d ,  s e p a r a t e  D e b t  S e n  ic e  P r o g r a m s  h a v e  b e e n  e s t a b l i s h e d  l o r  

e a c h  b o n d  r e s o l u t i o n  t o  a c c o u n t  f o r  t h e  p o r t i o n  o f  b o n d  s a le  p r o c e e d s  u s e d  t o  p u r c h a s e  

o b l i g a t i o n s  o f  d i e  m u n i c i p a l i t i e s  a n d  f o r  t h e  p a y m e n t  o f  i n t e r e s t  a n d  p r i n c i p a l  o n  a l l  b o n d s  

o f  t h e  A u t h o r i t y  is s u e d  u n d e r  t h e  n i n e  r e s o lu t i o n s .  L a t h  p r o g r a m  is  c o m p r i s e d  o f  a n  

“ i n t e r e s t  a c c o u n t ”  a n d  a  “ p r i n c i p a l  a c c o u n t ” , b o t h  o f  w h i c h  a r e  m a i n t a i n e d  I n  a t r u s t e e .
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I h e  r e c e ip t s  o f  i n t i  t e s t  a n d  p r i n c i p a l  f r o m  t h e  m u n i c i p a l i t i e s  a n d  t h e  S t a t u t o r y  R e s e n  c  

A c c o u n t  a r e  d e p o s i t e d  i n  t h e s e  p r o g r a m s  a n d  a r e  u s e d  t o  p a y  i n t e r e s t  a n d  p r i n c i p a l  o n  t h e  

A u t h o r i t y  I x t n d s .  ( ) n e  a d d i t i o n a l  I X b t  S e r v ic e  P r o g r a m  h a s  b e e n  e s t a b l i s h e d  t o c o u n t  

f o r  t r a n s a c t i o n s  n o t  i n v o l v i n g  b o n d  r e s o lu t i o n s .  T h i s  is  t h e  ( i o a s t a l  K n e r g y  L o a n  D e b t  

S e r v ic e  P r o g r a m .  T h e  ( io a s t a l  K n e r g y  L o a n  D e b t  S e n  ic e  P r o g r a m  is  n o t  m a i n t a i n e d  b y  

a  t r u s t e e .  P a y m e n t s  o f  in t e r e s t  a n d  p r i n c i p a l  b y  m u n i c i p a l i t i e s  h a v i n g  c o a s t a l  e n e r g y  lo a n s  

a r e  m a d e  d i r e c t l y  t o  t h e  f e d e r a l  g o v e r n m e n t  b y  t h e  m u n i c i p a l i t i e s  a n d  a r e  a c c o u n t e d  f o r  

i n  t h e  C o a s t a l  K n e r g y  L o a n  D e b t  S e r v ic e  P r o g r a m .

K a c h  d e b t  s e i v i c e  f u n d  p r o g r a m s  c o n t a i n s  a S t a t u t o r y  R e s e r v e  A c c o u n t  e s t a b l i s h e d  t o  

a c c o u n t  l o r  ( a )  m o n e y  a v a i l a b l e  t o  f u n d  d e b t  s e r v ic e  r e s e r v e s  r e q u i r e d  b y  f u t u r e  b o n d  

s a le s  u n d e r  v a r i o u s  b o n d  r e s o l u t i o n s  ( C u s t o d i a n  A c c o u n t )  a n d  b y  ( l > ) d c h t  s e r v ic e  r e s e r v e s  

w h i c h  h a v e  a lr e a d y  b e e n  e s t a b l i s h e d  u n d e r  v a r  . is  b o n d  r e s o l u t i o n s  w h i c h  a r e  t o  h e  u s e d  

m  t h e  c a s e  o f  d e f i c i e n c y  i n  a D e b t  S e r v ic e  P r o g r a m  i n  n e t i r d a n c e  w i t h  its  r e s p e c t iv e  b o n d  

r e s o l u t i o n  ( r e s e r v e  a c c o u n t s ) .  S e p a r a t e  r e s e r v e  a c c o u n t s  e x is t  u n d e r e a c h  b o n d  r e s o l u t i o n  

a s  f o l l o w s :

I  V7<5 ( l e n e r u l  B o n d  R e s o lu t io n  T h e  a m o u n t  o n  d e p o s i t  i n  t h e  r e s e r v e  a c c o u n t  is  t o  h e  t h e  

g r e a t e r  o f  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  r e q u i r e m e n t  o r  1 0 " '.. o f  a l l  m u n i c i p a l  lo a n  

o b l i g a t i o n s  o u t s t a n d i n g .  T h e  r e s e r v e  a c c o u n t  is  c o m p r i s e d  o f  a n  o r d i n a r y  r e s e r v e  s u b ­

a c c o u n t  a n d  a s p e c ia l  r e s e r v e  s u b - a c c o u n t .  T h e  o r d i n a r y  r e s e r v e  s u b - a c c o u n t  is  c r e a t e d  

a s  a r e s u lt  o f  the Authoriti i n c r e a s i n g  e a c h  b o n d  is s u e  b y  t h e  a m o u n t  necessary t o  f u n d  1 " V .

o n e - t h i r d  o f  t h e  r e q u i r e d  d e b t  s e r v ic e  r e s e r v e  o r  vv i t h  a t r a n s f e r  f r o m  t h e  (  a i s m d i a n  A c -  

c o u n t  u n r e s e r v e d  i n v e s t m e n t  e a r n i n g s  a c c o u n t .  T h e  s p e c ia l  rc s e r v  e s u b  a c c o u n t  is  c r e a t e d  

a n d  f u n d e d  f r o m  t h e  C u s t o d i a n  A c c o u n t  a t  a n  a m o u n t  e q u a l  t o  t w o - t h i r d s  o !  t h e  r e q u i r e d  

d e b t  s e r v ic e  r e s e r v e .  B o t h  s u h - a c c o u n t s  a r e  m a i n t a i n e d  b y  a t r u s t e e .

< ) n  A u g u s t  2  L  I w o ,  t h e  A u t h o r i t y  a m e n d e d  t h e  d e b t  s e rv  ic e  r e s e r v e  r e q u i r e m e n t  t o r  t h e  

\ (r < t  b o n d  r e s o l u t i o n  t h a t  t a k e s  e f f e c t  w h e n  a l l  b o n d s  o u t s t a n d i n g  as o f  t h e  d a t e  o f  t h e  

r e s o l u t i o n  a r e  r e t i r e d .  I  n d e r  t h i s  n e w  r e q u i r e m e n t ,  t h e  r e s e r v e  m u s t  h e  t h e  le a s t  o f :  ( i )

10%  o f  t h e  o r i g i n a l  s t a t e d  p r i n c i p a l  a m o u n t  o f  a l l  b o n d s  o u t s t a n d i n g ;  ( i i )  t h e  m a x i m u m  

a n n u a l  p r i n c i p a l  a n d  i n t e r e s t  r e q u i r e m e n t s  o i l  a l l  b o n d s  t h e n  o u t s t a n d i n g ;  ( iu >  i 2 5 ”;. o f  

t h e  a v e r a g e  p r i n c i p a l  a n d  i n ’" •r e s t  r e q u i r e m e n t s  o n  a l l  b o n d s  t h e n  o u t s t a n d i n g ;  o r  ( i v )  

s u c h  le s s e r  a m o u n t  as s h a l l  h e  r e q u i r e d  t o  m a i n t a i n  t h e  e x e m p t i o n  o f  in t e r e s t  o f  a l l  b o n d s  

o u t s t a n d i n g  f r o m  i n c l u s i o n  i n  g r o s s  i n c o m e  f o r  l e d c i u l  i n c o m e  t a x  p u r p o s e s  u n d e r  t h e  

I n t e r n a l  R e v e n u e  C o d e .

1 9 9 1 1  R e v e n u e  B o n d  R ' ■ o ln t io n  - I  n d e r  t h i s  r e s o l u t i o n  a s p e c ia l  r e s e r v e  a c c o u n t  w a s  c r e ­

a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  o f  m u n i c i p a l  o b l i g a t i o n s  

o u t s t a n d i n g  f r o m  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  in  t h e  

C u s t o d i a n  A c c o u n t .

/ 9 9 ?  R e v e n u e  B o n d  R e s o lu t io n  -  U n d e r  t h i s  r e s o l u t i o n  a s p e c ia l  r e s e r v e  a c c o u n t  w a s  c r e ­

a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  o f  m u n i c i p a l  o b l i g a t i o n s  

o u t s t a n d i n g  f r o m  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  i n  t h e  

C u s t o d i a n  A c c o u n t .
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1 9 9 f  R e v e n u e  B o n d  R e s o lu t io n  -  U n d e r  t h i s  r e s o l u t i o n  a s p e c ia l  r e s e r v e  a c c o u n t  w  a s  c r e ­

a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e n  ic e  o f  m u n i c i p a l  o b l i g a t i o n s  

o u t s t a n d i n g  f r o m  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  i n  t h e  

C u s t o d i a n  \ c c o u n t .

1 9 9 7  R e v e n u e  R o n d  R e s o lu t io n  -  U n d e r  t h i s  r e s o l u t i o n  a n  o r d i n a r y  r e s e r v e  a c c o u n t  w a s  

c r e a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  le s s e r  o f  I ()*X o f  t h e  p r o c e e d s  o f  t h e  I W 7  S e r i c . A 

b o n d s  o r  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  o n  a l l  S e r ie s  I W 7  A  b o n d s  o u t s t a n d i n g  u n d e r  

t h e  r e s o l u t i o n .

I  /V<V R e v e n u e  l l o u d  R e s o lu t io n  I  n d e r  t i n s  r e s o l u t i o n  a s p e c ia l  r e s e r v e  a c c o u n t  w a s  c r e ­

a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e rv  ic e  o f  m u n i c i p a l  o b l i g a t i o n s  

o u t s t a n d i n g  f r o m  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  in  t h e  

( l u s t o d i a n  A c c o u n t .

1 9 9 9  R e v e n u e  l l o n d  R t  o lu t io u  I n d e r  t h i s  r e s o l u t i o n  a s p e c ia l  r e s e r v e  a c c o u n t  w a s  c r e ­

a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e rv  ic e  o f  m u n i c i p a l  o b l i g a t i o n s  

o u t s t a n d i n g  f r o m  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  n  s i d i n g  i n  t h e  

( l u s t o d i a n  A c c o u n t .

2 0 0 0  R e . e u u e  R o n d  R e s o lu t io n  I  n d e r  t h i s  r e s o l u t i o n  a s p e c ia l  r e s e r v e  a c c o u n t  w a s  c r e ­

a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  o l  m u n i c i p a l  o b l i g a t i o n s  

o u t s t a n d i n g  f r o m  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  i n  t h e  

( l u s t o d i a n  \<  'o m i t .

2 0 0 1  R e v e n u e  R o n d  R e s o lu t io n  -  U n d e r  t h i s  r e s o l u t i o n  a s p e c ia l  r e s e r v e  a c c o u n t  w a s  c r e ­

a t e d  a t a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  o f  m u n i c i p a l  o b l i g a t i o n s  

o u t s t a n d i n g  f r o m  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  i n  t h e  

( l u s t o d i a n  A c c o u n t .

2 0 0 2 . 1 R e v e n u e  R o n d  R e s o lu t io n  U n d e r  t h i s  r e s o l u t i o n  a s p e c ia l  r e s e r v e  a c c o u n t  w a s  

c r e a t e d  a t a n  a m o u n t  e t p ia l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  o f  m u n i c i p a l  o b l i g a ­

t i o n s  o u t s t a n d i n g  I r o m  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  in  

t h e  ( l u s t o d i a n  A c c o u n t .

2 0 0 J , I  R e v e n u e  R o n d  R e s o lu t io n  U n d e r  t h i s  r e s o l u t i o n  a c c ia l  r e s e r v e  a c c o u n t  w a s  

c r e a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  tw ic e  o f  m u n i c i p a l  o b l i g a ­

t i o n s  o u t s t a n d i n g  f r o m  m o n e y s  m a d e  a v a i l a b l e  b y  le g is la  .• a p p r o p r i a t i o n  r e s i d i n g  i n  

t h e  ( l u s t o d i a n  A c c o u i  t.

2 0 0 1  R  R e v e n u e  R o n d  R e s o lu t io n  -  U n d e r  t h i s  r e s o l u t i o n  a s p e c ia l  re s e r v  e a c c o u n t  w a s  c r e ­

a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  o f  m u n i c i p a l  o b l i g a t i o n s  

o u t s t a n d i n g  f r o m  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r t  p r i a t i o n  r e s i d i n g  i n  t!  e 

( l u s t o d i a n  A c c o u n t .

2 0 0 )  ( 2  R e v e n u e  R o n d  R e s o lu t io n  U n d e r  t h i s  r e s o l u t i o n  a  s p e c ia l  r e s e r v e  a c c o u n t  w a s  

c r e a t e d  a t a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  o f  m u n i c i p a l  o b l i g a ­

t i o n s  o u t s t a n d i n g  f r o m  m o n e y * :  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  in  

t h e  ( l u s t o d i a n  A c c o u n t .
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2 0 0 4  A  R e v e n u e  l l o i n l  R e s o lu t io n  I ' n d e r  ( In s  r e s o l u t i o n  .1 s p e c ia l  r e s e r v e  a c c o u n t  w a s  

c r e a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  n i a x i m u m  a n n u a l  d e b t  s e r v ic e  o f  m u n i c i p a l  o b l i g a *  

t i o n s  o u t s t a n d i n g  f r o n t  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  in  

t h e  C u s t o d i a n  A c c o u n t .

2 0 0 4  I I  R e  r u n e  B o n d  R e s o lu t io n  -  L  n d e r  t h i s  r e s o l u t i o n  a s p e c ia l  r e s e r v e  a c c o u n t  w a s  c r e ­

a t e d  a t  a n  a m o u n t  e q u a l  t o  t h e  m a x i m u m  a n n u a l  d e b t  s e r v ic e  o f  m u n i c i p a l  o b l i g a t i o n s  

o u t s t a n d i n g  f r o n t  m o n e y s  m a d e  a v a i l a b l e  b y  l e g i s l a t i v e  a p p r o p r i a t i o n  r e s i d i n g  i n  t h e  

C u s t o d i a n  A c c o u n t .

A m o u n t s  in  t h e  S t a t u t o r y  R e s e r v e  A c c o u n t  in  e x c e s s  o f  ( a )  r e q u i r e d  • l e l u  s e r v ic e  r e s e r v e s .  

(1>) a p p r o p r i a t i o n s  h y  t h e  l e g i s l a t u r e  r e s i d i n g  i n  t h e  C u s t o d i a n  A c c o u n t ,  a n d  ( c )  i n c o m e  o n  

n o n - l e g i s l a t u r c - a p p r o p r i a i e d  f u n d s  a r c  t r a n s f e r r e d  t o  t h e  O p e r a t i n g  A c c o u n t .  I n c o m e  o n  

n o n - l e g i s l a t u r e - a p p r o p r i a i e d  f u n d s ,  r e p r e s e n t i n g  e x c e s s  o l  re v  e n u e s  o v e r  e x p e n d i t u r e s  o f  t h e  

o r d i n a r y  r e s e r v e  a c c o u n t s  a n d  in t e r e s t  e a r n e d  o n  t h e  u n r e s e r v e d  i n v e s t m e n t  e a r n  i n i 's  a c c o u n t  is 

a c c u m u l a t e d  i n  t h e  C u s t o d i a n  A c c o u n t  a n d  is  a v a i l a b l e  t o  h i n d  t h e  S p e c ia l  R e s e r v e  a c c o u n t .

( 0  RESIRICIfO ASStlS

C e r t a i n  r e s o u r c e s  s e t a s id e  f o r  t h e  r e p a y m e n t  o t  t h e  \ u t h o r i t v s  b o n d s ,  n e t  o f  c e r t a i n  

p r o c e e d s  f r o m  a d d i t i o n a l  b o n d s  is s u e d ,  a r e  c la s s i f ie d  a s  r e s t r i c t e d  n e t  a s s e ts  o n  t h e  s t a t e ­

m e n t  o l  n e t  a s s e ts  b e c a u s e  t h e y  a r e  m a i n t a i n e d  i n  s e p a r a t e  t r u s t  a c c o u n t s  a n d  t h e i r  u s e  is 

l i m i t e d  h y  a p p l ic a b l e  b o n d  c o v  e n a n t s .  C a s h  a n d  c a s h  e q u i v a l e n t s  a n d  i n v e s t m e n t s  i n c l u d e  

S 2 6 . 8 5 8 , T 6 0 o f r ;  ‘ r i c t e d  a s s e ts . T h e s e  a s s e ts  w e r e  f u n d e d  f r o m  t h e  is s u a n c e  o f  S 9 , 7 6 2 , 5 0 0  

o f  r e s e r v e  I n  .d s  a n d  a t r a n s f e r  o f  S i 8 , 6 0 1 . 4 14  o f  S t a t e  a p p r o p r i a t i o n .

(D) 10N G -IE M  O B II'A IIO M

I n  t h e g o v e r n m e n t - u  i d e  l i n a n e i a l  s t a t e m e n t s ,  l o n g - t e r m  d e b t  a n d  o t h e r  l o n g  t e r m  o b l i g a ­

t i o n s  a r e  r e p o r t e d  a s  l i a b i l i t i e s  i n  t h e  s t a t e m e n t  o f  n e t  a s s e ts .

(I, fUND LOUliy

I n  t h e  f u n d  f i n a n c i a l  s t a t e m e n t s ,  g o v e r n m e n t a l  f u n d s  r e p o r t  r e s e r v a t io n s  o l  f u n d  b a la n c e  

f o r  a m o u n t s  t h a t  a r c  n o t  a v a i l a b l e  f o r  a p p r o p r i a t i o n  m  a r e  l e g a l l y  r e s t r ic t e d  h y  o u t s i d e  

p a r t i e s  f o r  u s e  f o r  a s p e c i f ic  p u r p o s e .  I n  t h e  g o v e r n m e n t - w  i d e  f in a n c i a l  s t a t e m e n t s ,  r e ­

s t r i c t i o n s  o f  n e t  a s s e ts  a r e  r e p o r t e d  w h e n  e x t e r n a l l y  i m p o s e d .

( f )  IN IfR fS I ARBIlRAGf REBATE

b o n d s  is s u e d  a f t e r  \ u g u s t  1 5 , I ‘> 8 6  a r e  s u b je c t  t o  I n t e r n a l  R e v e n u e  S e r v ic e  i n c o m e  t a x  

r e g u l a t i o n s  w  h i c h  r e q u i r e  r e b a t e s  t o  t h e  I  .S . ( io v  e r n m e n t  o f  in t e r e s t  i n c o m e  e a r n e d  o n  

i n v e s t m e n t s  p u r c h a s e d  w i t h  t h e  p r o c e e d s  f r o m  t h e  b o n d s  o r  a n y  a p p l ic a b l e  r e s e r v e s  in  

e x c e s s  o f  t h e  a l l o w a b l e  y i e l d  o f  t h e  is s u e .

(G) INCOME TAXES

I l i e  A u t h o r i t y  is  e x e m p t  f r o m  p a \  i n g  f e d e r a l  a n d  s t a t e  i n c o m e  t a x e s .

HOIK 10 FINANCIAL STATCAENIS. CONI'NUED
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T h e  A u t h o r i t y  c o n s i d e r s  a l l  h i g h l y  l i q u i d  i n v e s t m e n t s  p u r c h a s e d  w i t h  a n  o r i g i n a l  m a t u r i t y  o f  t h r e e  

m o n t h s  o r  le s s  a t  t h e  d a t e  o f  p u r c h a s e  t o  b e  c a s h  e q u iv a l e n t s .  C a s h  a n d  c a s h  e q u i v a l e n t s  a t  J u n e  

3 0  c o n s  s t  o f  d e m a n d  d e p o s i t s  w i t h  v a r i o u s  f i n a n c i a l  i n s t i t u t i o n s .

I h e  h a n k  b a la n c e  o f  a l l  o f  t h e  A u t h o r i t y ’s  d e p o s i t s  w i t h  f i n a n c i a l  i n s t i t u t i o n s  a r e  i n s u r e d  b y  t h e  

I D I C  o r  c o l l a t e r a l i z e d  b y  s e c u r i t i e s  h e l d  i n  t h e  A u t h t  ’>  n a m e  h y  i t s  c u s t o d ia l  a g e n t .  A t  J u n e  

3 0 ,  2 0 0 5 ,  t h e  a m o u n t s  r e c o r d e d  i n  t h e  A u t h o r i t i e s  b o o k s  e q u a l e d  i t s  b a n k  b a la n c e s .

CASH

INVESTMENTS

I T i e  f a i r  v a l u e  a s  o f  J u n e  3 0 ,  2 0 0 5  o f  t h e  A u t h o r i t y ' s  i n v e s t m e n t s  is  S 4 7 / > 0 0 . 5 5 2 .  A t  J u n e  3 0 ,  2 0 0 5  

t h e  i n v e s t m e n t s  h e l d  in  t h e  r e s e n t -  a c c o u n t s  t o t a l  S 3 7 , 9 8 5 , " 0 5  a n d  t h e  C u s t o d i a n  a c c o u n t  t o t a ls  

S O / .  14 , 8 4 7 .

I h e  f a i r  v a l u e  a s  o f  J u n e  3 0 ,  2 0 0 5  o f  d e b t  s e c u r i t y  i n v e s t m e n t s  b y  c o n t r a c t u a l  m a t u r i t y  is  s h o w n  

b e lo w .  E x p e c t e d  m a t u r i t i e s  m a y  d i f f e r  f r o m  c o n t r a c t u a l  m a t u r i t i e s  b e c a u s e  b o r r o w e r s  m a y  h a v e  

t h e  r i g h t  t o  c  > "  o r  p r e p a y  o b l i g a t i o n s  w i t h  o r  w i t h o u t  p e n a l t y .

Investment Maturities (in Yejrs)

Less than 1 1-5 6-10 More than 10 Total

I S Treasury securities s 2.(186.175 1 2 0 1 0 8 9 1 - 4 8 5 .0 0 0 1 5 1 8 2 .0 6 6

l S. t io v c m m e n l

a g e n c ie s  securrtles 14 ,1 8 4 ,8 1 9 1 6 ,1 5 0 8 6 0 5 0 4  “•45 I 5 7 7 9 6 2 3 2 4 1 8 .4 8 6

IoIliI investments s 16.S 70.994 2 8 .1 6 ) 7 5 5 0 4  - 4 5 2 0 6 2 9 6 2 4 7 .6 0 0 5 5 2

(A) INVESTMENT POLICIES

T h e  A u t h o r i t y  h a s  d i s t i n c t  i n v e s t m e n t  o b j e c t iv e s  a n d  p o l i c i e s  a s s o c ia t e d  w i t h  t h e  C u s t o ­

d i a n  A c c o u n t ,  R e s e r v e  F u n d s ,  a n d  m u n i c i p a l  d e b t  p a y m e n t s .  I h e  t h r e e  c la s s e s  o f  l u n d s  

a r e  l i s t e d  b e l o w :

l  C u s t o d i a n  A c c o u n t  -  T h e  C u s t o d i a n  A c c o u n t  i n v e s t m e n t  p o r t f o l i o  is  d e s i g n e d  w i t h  

t h e  o b j e c t i v e  o f  a t t a i n i n g  t h e  h i g h e s t  m a r k e t  r a t e  o f  r e t u r n  s u b j e c t  t o  t h e  r e q u i r e d  u s e  

o f  t h e  C u s t o d i a n  A c c o u n t  f o r  o p e r a t i o n ,  f u n d i n g  t r a n s f e r s  t o  t h e  s t a t e ,  a n d  f u n d i n g  

r e s e r v e s .  W h e n  t h e  C u s t o d i a n  A c c o u n t  b a la n c e  a l l o w s ,  a l o n g e r  i n v e s t m e n t  h o r i z o n  is 

i m p l e m e n t e d  f o r  t h  : C u s t o d i a n  A c c o u n t ,  a c c e p t i n g  t h e  l i m i t e d  p r o b a b i l i t y  o f  s h o r t ­

t e r m  lo s s  i n  e x c h a n g e  f o r  h i g h e r  y i e l d  o n  i n v e s t m e n t s .  I h e  C u s t o d i a n  A c c o u n t  b a l a n c e  

m u s t  e x c e e d  S I  5 m i l l i o n ,  a n d  h e  f o r e c a s t  t o  e x c e e d  S I  5 m i l l i o n  f o r  t h e  s u b s e q u e n t  s ix  

m o n t h  p e r i o d  b e f o r e  r e t u r n  o n  i n v e s t m e n t  w i l l  b e  t h e  h i g h e s t  p r i o r i t y  o f  t h e  C u s t o d i a n  

\ c c o u n t .  T h e  C u s t o d i a n  A c c o u n t  h a s  t o  m a i n t a i n  s u f f i c i e n t  l i q u i d i t y  t o  m e e t  o p e r a t i n g  

r e q u i r e m e n t s ,  p r o v i d e  t h e  p r i o r  f is c a l  y e a r ’s  s t a t e  d i v i d e n d ,  a n d  t o  a l l o w  t r a n s f e r s  t o  

r e s e r v e s  a s  n e e d e d  f o r  b o n d  is s u a n c e  a c t iv i t y .  L o n g  t e r m  p r e s e r v a t i o n  o f  p r i n c i p a l  is  

t h e  t h i r d  o b j e c t i v e  o f  t h e  C u s t o d i a n  A c c o u n t ’s  i n v e s t m e n t  p r o g r a m .  I n v e s t m e n t s  s h a l l  

b e  u n d e r t a k e n  i n  a m a n n e r  t h a t  m i n i m i z e s  t h e  p r o b a b i l i t y  o f  l o n g - t e r m  lo s s .
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In ve stm e n t P o lit ic s  ( o n lm n r d

» ' I  h e  ( l u s t o d i a n  A c c o u n t  b a la n c e  is  a c r i t i c a l  c o m p o n e n t  i n  d e t e r m i n i n g  a n t i c i ­

p a t e d  l i f e ,  a b i l i t y  t o  d i v e r s i f y ,  a n d  i n v e s t m e n t  p o l i c y  in  t h i s  a c c o u n t .  A c c o r d i n g l y ,  

w h e n  t h e  a c c o u n t  b a la n c e  is  a b o v e  S i 5 m i l l i o n  a m o r e  a g g r e s s iv e  p o l i c y  w i l l  b e  

i m p l e m e n t e d .  W  h e n  t h e  a c c o u n t  b a la n c e  is  b e l o w  S I  5  m i l l i o n  a m o r e  c o n s e r v a ­

t i v e  p o l i c y  w i l l  b e  u s e d .

I  S h i f t i n g  f r o m  o n e  a s s e t  a l l o c a t i o n  t o  a n o t h e r  m a y  b e  a p p r o v e d  b y  t h e  i n v e s t m e n t  

c o m m i t t e e .

* T h e r e  a r e  n o  a r b i t r a g e  r e s t r i c t i o n s .

» W h e n  t h e  ( l u s t o d i a n  A c c o u n t  b a la n c e  is  le s s  t h a n  S I 5 m i l l i o n :

•  1 0 0 %  g o v e r n m e n t  a g e n c ie s  a n d  U . S .  T r e a s u r i e s  w i t h  m a t u r i t i e s  o f  le s s  

t h a n  5 y e a r s .

•  P e r f o r m a n c e  b e n c h m a r k  is  1 0 0 %  M e r r i l l  I . y n c h  l - s  ( i o v e m m c n t  I n ­

d e x .

* W  h e n  t h e  ( l u s t o d i a n  A c c o u n t  b a la n c e  e x c e e d s  a n d  is  e x p e c t e d  t o  r e m a i n  in  

e x c e s s  o f  S I  5 m i l l i o n :

•  1 0 %  M o n e y  M a r k e t  f  u n d .

•  ( > 0 %  b r o a d  U S  b o n d  M a r k e t  F u n d .

•  P e r f o r m a n c e  b e n c h m a r k  is  1 0 %  T h r e e - m o n t h  I  .S . T r e a s o n  b i l l  a n d

'1 Li00'v  L e h m a n  b r o t h e r s  A g g r e g a t e  I n d e x .  ' U

* T h e  f o l l o w i n g  t r a n s a c t i o n s  a r e  p r o h i b i t e d  w i t h  t h e  ( l u s t o d i a n  A c c o u n t  u n le s s  

t h o s e  t r a n s a c t i o n s  h a v e  t h e  p r i o r  w r i t t e n  c o n s e n t  o l  t h e  I n v e s t m e n t  ( l o m m i t -  

t e e :

•  S h o r t  s a le  o f  s e c u r i t i e s  ( t h e  s a le  a n d  s e t t l e m e n t  o f  a s e c u r i t y  n o t  c u r r e n t l y  

o w n e d  I n  t h e  A u t h o r i t y  a n d  a f o r m a l  a g r e e m e n t  t o  b o r r o w  t h e  s e c u r i t y  

t o  f a c i l i t a t e  t h e  s e t t l e m e n t  o t  t h e  s h o  i s a le ) ;

•  P u r c h a s e s  o f  f u t u r e s ,  f o r w  a r d s  o r  < p t i o n s  f o r  t h e  p u r p o s e  o f  s p e c u la t in g  

( c u r r e n c y  f u t u r e s ,  f o r w a r d s  a n d  o p t i o n s  a r e  p e r m i t t e d  o n l y  l o r  h e d g i n g  

o r  t o  l a c i l i l a t e  o t h e r w i s e  p e r m is s ib l e  t r a n s a c t i o n s ) ;

•  b o r r o w  i n g  t o  le v e r a g e  t h e  r e t u r n  o n  i n v e s t m e n t s .  K x t c n d c d  s e t t l e m e n t  o t  

s e c u r i t ie s  p u r c h a s e s  e x e c u t e d  t o  f a c i l i t a t e  o r  i m p r o v e  t h e  e f f ic i e n c y '  o f  a 

t r a n s a c t i o n  w i l l  n o t  h e  c o n s i d e r e d  b o r r o w  i n g ,  p r o v  id e d  t h a t  s u f f i c i e n t  c a s h  

e q u i v a l e n t  s e c u r i t ie s  o r  r e c e iv  a b le s  a r e  a v a i l a b l e  t o  f a c i l i t a t e  t h e  e x t e n d e d  

s e t t l e m e n t ;

•  P u r c h a s e s  o f  " p r i v a t e  p l a c e m e n t ”  o r  t in  t e d  c o r p o r a t e  b o n d s ;

l  b o n d  R e s e r v e  F u n d s  —  P r e s e r v a t i o n  o l  P r i n c i p a l  is  t h e  f o r e m o s t  o b j e c t i v e  o f  t h e  

R e s e r v e  F u n d s  i n v e s t m e n t  p r o g r a m .  T h e s e  F u n d s  s h a l l  b e  m a n a g e d  t o  e n s u r e  t h a t  t h e  

c o r p u s  is  p r e s e r v e d .  I " , e s c  F u n d s  w i l l  n o t  b e  e x p e n d e d  u n t i l  t h e  f in a l  m a t u r i t y  o f  t h e  

b o n d  is s u e  t h e y  s e c u r e ,  u n le s s  t h e r e  is  a  f a i l u r e  t o  p a y  d e b t  s e r v ic e  b y  a c o m m u n i t y .

A s  t h e r e  is  l i m i t e d  b e n e f i t  in  m a x i m i z i n g  r e t u r n  i t  is  t h e  le a s t  i m p o r t a n t  o b j e c t i v e  o f
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t h e  R e s e r v e  F u n d s .  Ii is  a n t i c i p a t e d  t h a t  t h e  R e s e r v e  F u n d s  c u m u l a t i v e  a v e r a g e  r e t u r n  

s h o u l d  t a r g e t  t lu *  b l e n d e d  a r b i t r a g e  y i e l d  l i m i t  o l  t h e  b o n d  is s u e s  s e c u r e d .

» B o n d  R e s  l o t i o n s  l i m i t  a l l o w e d  i n v e s t m e n t  o l  t h e s e  f u n d s .  I n v e s t m e n t  r is k  s h o u l d  

b e  e x a m i n e d  o n  a n  a n n u a l  b a s is  t o  e n s u r e  t h a t  n o  g r e a t e r  t h a n  t h e  m i n i m u m  

le v e l  o f  r i s k  r e q u i r e d  t o  a c h i e v e  t h e  h i g h e s t  p r o b a b i l i t y  o f  e a r n i n g  t h e  a r b i t r a g e  

y i e l d  l i m i t  o n  t h e  b o n d s  is  i n c u r r e d .

» 1 0 0 %  g o v e r n m e n t  a g e n c ie s  a n d  U . S .  T r e a s u r i e s  w i t h  m a t u r i t i e s  o f  le s s  t h a n  5 

t e a r s .

► P e r f o r m a n c e  b e n c h m a r k  is  1 0 0 %  M e r r i l l  L y n c h  1 - 5  ( i n t e r n m e n t  I n d e x .

I  M u n i c i p a l  D e b t  P a y m e n t s  —  P r e s e r v a t i o n  o f  P r i n c i p a l  a n d  l i q u i d i t y  a r e  t h e  f o r e m o s t  

o b j e c t iv e s  o f  t h e  M u n i c i p a l  D e b t  P a y m e n t s  in v  e s t m e n t  p r o g r a m ,  as t h e s e  h i n d s  w i l l  

b e  e x p e n d e d  w i t h i n  s e v e n  b u s in e s s  d a y s  o f  r e c e i p t .  R e t u r n  o n  i n v e s t m e n t  is  a b e n e f i t  

o f  h o l d i n g  t h e s  * f u n d s  f o r  t h e  a d v a n c e  p a y m e n t  p e r i o d ,  b u t  n o t  t h e  f o c u s  o f  i n v e s t i n g  

t h e  f u n d s .  T h e  b o n d  r e s o l u t i o n s  l i m i t  i n v e s t m e n t s .

» 1 0 0 %  M o n e y  M a r k e t  F u n d .

» P e r f o r m a n c e  b e n c h m a r k  is  1 0 %  T h r e e - m o n t h  U . S .  T r e a s u r y  B i l l .

I i  is  t h e  p o l i c y  o f  t h e  A u t h o r i t y  t o  d i v e r s i f y  i t s  i n v e s t m e n t s  a n d  t o  e n s u r e  t h e  s a f e t y  a n d  l i q u i d i t y  

o f  t h e  i n v e s t m e n t s  b y  o b s e r v i n g  t h e  f o l l o w i n g  s o u n d  i n v e s t m e n t  p r a c t ic e s ;

•  N o t  m o r e  t h a n  5 %  o f  t h e  C u s t o d i a n  A c c o u n t  m a y  b e  i n v e s t e d  i n  t h e  c o r p o r a t e  d e b t  

o f  a n y  o n e  is s u e r ,  a t  t h e  t i m e  o f  p u r c h a s e .

•  I n  t h e  e v e n t  o f  a c r e d it  d o w n g r a d e  w h i c h  r e d u c e s  a s e c u r i t y  b e l o w  t h e  r e q u i r e d  r a t ­

i n g  w r i t t e n  n o t i f i c a t i o n  w i l l  b e  m a d e  t o  t h e  I n v e s t m e n t  C o m m i t t e e  s e t t i n g  f o r t h  t h e  

p a r t i c u l a r s  o f  t h e  d o w n g r a d e  a n d  r e c o m m e n d i n g  a c o u r s e  o f  a c t io n .

•  N o t  m o r e  t h a n  5 0 %  o f  t h e  C u s t o d i a n  A c c o u n t  m a y  b e  i n v e s t e d  i n  c o r p o r a t e  s e c u r it ie s ,

n i n e  o f  p u r c h a s e .

•  d u r a t i o n  o f  t h e  C u s t o d i a n  A c c o u n t  m u s t  r e m a i n  w i t h i n  S O  t o  1 2 0  p e r c e n t  o f  t h e  

o r a t i o n  o f  t h e  L e h m a n  B r o t h e r s  A g g r e g a t e  I n d e x .

•  P u r c h a s e s  o f  m o r e  t h a n  1 0 %  o f  a c o r p o r a t e  b o n d  is s u e  s h a l l  n o t  b e  m a d e .

(B) CONCENTRATION RISK

C o n c e n t r a t i o n  r is k  is  t h e  r h  k  o f  lo s s  a t t r i b u t e d  t o  t h e  m a g n i t u d e  o f  t h e  A u t h o r i t y  's i n v e s t m e n t  

in  a s in g le  is s u e  C o n c e n t r a t i o n  l i m i t s  a r e  n o t  e s t a b l is h e d  i n  t h e  b o n d  i n d e n t u r e s  a n d  g o v e r n i n g  

a g r e e m e n t s  f o r  p l e d g e d  i n v e s t m e n t s .  'T h e  A u t h o r i t y  ’s  p o l i c i e s  se t o u t  m a x i m u m  c o n c e n t r a t i o n  

l i m i t s  f o r  i n v e s t m e n t s  m a n a g e d  b y  t h e  e x t e r n a l  i n v e s t m e n t  m a n a g e r .

(0 CREDIT RISK

C r e d .  r is k  is  t h e  r is k  o f  lo s s  d u e  t o  t h e  f a i l u r e  o f  t h e  s e c u r i t y  o r  b a c k e r .  T h e  A u t h o r i t y  m i t i g a t e s  

it s  c r e d i t  r is k  b y  l i m i t i n g  i n v e s t m e n t s  p e r m i t t e d  in  t h e  i n v e s t m e n t  p o l i c i e s .  T h e  c r e d i t  q u a l i t y  r a t ­

in g s  o f  t h e  A u t h o r i t y ’s i n v e s t m e n t s  a r e  A A A  a n d  A a a  a s  o f j u n e  5 0 , 2 0 0 5  a s  d e s c r ib e d  b y  n a t i o n a l l y  

r e c o g n iz e d  s t a t i s t i c a l  r a t i n g  o r g a n i z a t i o n  S t a n d a r d  a n d  P o o r ,  a n d  M o o d y  ’s, r e s p e c t iv e l y
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U . S .  T r e a s u r y  s e c u r i t ie s  a n d  s e c u r i t ie s  ( i f  a g e n c ie s  t h a t  a r e  e x p l i c i t l y  g u a r a n t e e d  h y  t h e  U . S .  g o v ­

e r n m e n t  t o t a l  $ 4 7 , 6 0 0 , 5 5 2 ,  a n d  a r e  n o t  c o n s i d e r e d  t o  h a v e  c r e d i t  r is k .

(D) CUilODIAl CREDIT RISK

T h e  A u t h o r i t y  a s s u m e s  l e v e ls  o f  c u s t o d ia l  c r e d i t  r is k  f o r  i t s  d e p o s i t s  w i t h  f i n a n c i a l  i n s t i t u t i o n s ,  

h a n k  i n v e s t m e n t  a g r e e m e n t s ,  a n d  i n v e s t m e n t s .  F o r  d e p o s i t s ,  c u s t o d i a l  c r e d i t  r is k  is  t h e  r is k  t h a t ,  

i n  t h e  e v e n t  o f  a h a n k  f a i l u r e ,  t h e  A u t h o r i t y ’s  d e p o s i t s  m a y  n o t  h e  r e t u r n e d .  F o r  a n  i n v e s t m e n t ,  

c u s t o d ia l  c r e d i t  r is k  is  t h e  r is k  t h a t ,  i n  t h e  e v e n t  o f  t h e  f a i l u r e  o f  t h e  c o u n t e r p a r t y ,  t h e  \ u t h o r i t y  

w i l l  n o t  b e  a b l e  t o  r e c o v e r  t h e  v a lu e  o f  t h e  i n v e s t m e n t  o r  c o l l a t e r a l  s e c u r i t i e s  t h a t  a r e  i n  t h e  p o s ­

s e s s io n  o f a n  o u t s i d e  p a r t ) .  T h e  A u t h o r i t y  h a s  n o t  e s t a b l i s h e d  a f o r m a l  c u s t o d ia l  c r e d i t  r is k  p o l i c y  

f o r  i t s  i n v e s t m e n t s .

T h e  A u t h o r i t y  h a d  n o  i n v e s t m e n t s  r e g i s t e r e d  i n  t h e  n a m e  o f  a c o u n t e r p a r t )  .

(£) INTEREST RATE RISK

I n t e r e s t  r a t e  r i s k  is  t h e  r is k  t h a t  t h e  m a r k e t  v a l u e  o f  i n v e s t m e n t s  w i l l  d e c l i n e  a s  a r e s u lt  o f  c h a n g e s  

i n  g e n e r a l  i n t e r e s t  r a te s .  F o r  n u n - p l e d g e d  i n v e s t m e n t s ,  t h e  A u t h o r i t y  m i t i g a t e s  i n t e r e s t  r a t e  r is k  

b y  s t r u c t u r i n g  it s  i n v e s t m e n t 's  m a t u r i t i e s  t o  m e e t  c a s h  r e q u i r e m e n t s ,  t h e r e i n  a v o i d i n g  t h e  n e e d  

t o  s e l l  s e c u r i t i e s  i n  t h e  o p e n  m a r k e t  p r i o r  t o  m a t u r i t y .  F o r  i n v e s t m e n t s  h e l d  i n  t r u s t ,  i n v e s t m e n t  

m a t u r i t i e s  a r e  s t r u c t u r e d  t o  m e e t  c a s h  r e q u i r e m e n t s  a s  o u t l i n e d  i n  i t s  b o n d  i n d e n t u r e s  a n d  c o n ­

t r a c t u a l  a n d  s t a t u t o n  a g r e e m e n t s .

( f )  MODIFIED DURAIION

M o d i f i e d  d u r a t i o n  e s t i m a t e s  t h e  s e n s i t i v i t y  o f  a n  i n v e s t m e n t  t o  i n t e r e s t  r a t e  c h a n g e s .  I h e  f o l l o w  ­

i n g  t a b l e  s h o w s  t h e  X u t h o r i t y ’s i n v e s t m e n t s  w  i t h  t h e i r  w e i g h t e d  a v e r a g e  m o d i f i e d  d u r a t i o n  a s  o f  

J u n e  5(1, 2 0 0 5  b y  i n v e s t m e n t  t y p e :

NUIES 10 fINANCIAl SIAIfMfNIS. CONIINUCO

I i S  Ireost.rv securities 

I S l io v v m in e n l  a q e n n e s  s e tu n tie s

fotul I’ortlolio

Investment 

Fair Value

S I T  . I 

32.41S.4H6

S 47.600552

Modified

Dmaiion

3 OS 

fv)

.

*

I fit)

» •  Y  -  j  •  |
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NOTE 5 ►  BONO ANO N O ItS  RECEIVABLE

B o n d s  a n d  n o t e s  r e c e iv  a b le  b v  d e b t  s e r v ic e  p r o g r a m  a t  J u n e  3 0 , 2 0 0 3  m a t u r e  i n  v a r y i n g  a n n u a l  

i n s t a l l m e n t s  a s  f o l l o w s :

1999A 
Inter-Island Ferry 

Revenue
Year ending 
lune 30

1976

General

1995A
Seward

Revenue

1997A
Ketchikan
Revenue

199SB
Ketchikan
Revenue

1998B
Homer

Revenue

2006 5 19.820.500 170.000 690.000 660.000 235.000

2007 18,025.000 180,000 725.000 685,000 250.000

2009 17,000 000 195,000 760,000 715.000 255.000

2009 16,905,000 205.000 800.000 755.000 180,000

2010 17.115.000 215.000 840.000 765.000 185,000

2011*2015 78.788.000 1 300.000 4.930.000 2.570000 -

2016-2020 71.589.000 - 3.665000 - -

2021-2025 46.035000 - - - -

2026-2030 8,800.000 - - - -

2031 and alter - - - - -

S294.157.500 2,265.000 12.410000 6170.000 1105.000

7000A 2000B 2001A 2001B 2002A
Year ending Unalaska Seward Ketchikan Kelchikan Ketchikan
lune 30 Revenue Rr venue Revenue Revenue Revenue

2006 S 445000 105000 80.000 ) 13.000 460.000

2007 - 110,000 85,000 120000 475.000

2008 - 115.000 90.(10,; n o  ooo 490.000

2009 - 120.000 90.000 ; 3S000 505.000

2010 - 125.000 95000 140000 570 in

2011-2015 - 745000 55500(1 825000 2.930000

2016-2020 - 950.000 555,000 820000 -

2021-2025 - 455000 - - -

2026-2030 - - - - -

20 31 arid after - - - - -

S 445000 2725.000 1 550.000 2 .2-5 000 5380.000

2003B 2003C 2004 A 2004 B
Year ending Valdez Kodiak CB1 Anchorage Coastal Energy
June 30 Revenue Revenue Revenue Revenue 1 nan

2006 - 200.000 - 1! 11,000 5.400000

2U07 665.000 200.000 500000 15.000 400.000

2008 675000 205000 515.000 100.000 400.000

2009 680.000 215.000 535.000 100.000 400,000

2010 680.000 - 555.000 105000 450.000

2011-2015 5005.000 - 3.120.000 600000 2.250000

2016-2020 6,600.000 - 3.875000 730000 1,705.878

21)21-2025 4.695000 - 4995.000 905.000 -

2026-2030 - - 6,460,000 1 145000 -

2031 and after - - 8.290000 1475000 -

7 5 .0 0 0

8 0 .0 0 0  

8 5 0 0 0

85 .0 0 0

9 0 .0 0 0  

5 3 5 0 0 0  

7 1 0 .0 0 0

1 6 6 0 .0 0 0

2003A
LB)

Revenue

1 4 4 5 .0 0 0

1.490.000

2935000

8 19,000000 820.000 28,848000

Total 
Principal

3 0 .0 1 0 0 0 0  

2 4 ,0 8 5 ,0 0 0  

21 7 3 0 ,0 0 0  

21 7 1 0 0 0 0  

2 1 .9 0 5 0 0 0  

104 1 5 3.000  

9 1 .1 9 9 8 7 8  

5 7 ,0 8 5 0 0 0  

1 6 ,4 8 5 0 0 0  

9 ,7 6 5 0 0 0

5.365.000 11.005.87S 39S.123.378
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T h e  g e n e r a l  f u n d  i n c lu d e s  S I  5 0 , 0 0 0  o f  7 . 9 %  b o n d s  r e c e i v a b l e  d u e  f r o m  t h e  C i t y  o f  H a i n e s  t h a t  

m a t u r e  t h r o u g h  2 0 0 9 ,  a n d  $ 7 1 0 , 0 0 0  o f  6 . 9 %  b o n d s  r e c e i v a b l e  d u e  f r o m  t h e  C i t y  o f  Y a k u t a t  t h a t  

m a t u r e  t h r o u g h  2 0 1 4 .

U n d e r  t h e  C o a s t a l  K n e r g y  L o a n  P r o g r a m  ( P r o g r a m ) ,  t h e  A u t h o r i t y  is s u e d  $ 5 , 0 0 0 , 0 0 0  1 9 8 6  S e r ie s  

A  C o a s t a l  h n e r g ; ,  B o n d s  ( B o n d s )  p a y a b l e  t o  t h e  N a t i o n a l  ( ) c e a n i c  a n d  A t m o s p h e r i c  A d m i n i s t r a t i o n  

( N O A A ) .  T h e  p r o c e e d s  o l  t h e s e  b o n d s  w e r e  u s e d  t o  p u r c h a s e  p o r t  r e v e n u e  b o n d s  f r o m  t h e  C i t y  

o f  N o m e .  T h e  C i t y  o f  N o m e  e n t e r e d  i n t o  a t r i p a r t i t e  a g r e e m e n t  w i t h  N O A A  a n d  t h e  A u t h o r i t y  

e f f e c t i v e  A u g u s t  2 ,  1 9 9 4  t o  d e f e r  p a y m e n t  o f  t h e  p r i n c i p a l  a n d  a c t  la l  o f  in t e r e s t  f o r  t e n  y e a r s .  

T h e  r e la t e d  l o a n  p a y a b l e  d o e s  n o t  r e p r e s e n t  a g e n e r a l  o b l i g a t i o n  o f  t h e  A u t h o r i t y  as it  is  p a y a b le  

o n l y  f r o m  p r o c e e d s  r e c e iv e d  f r o m  t h e  o f  N o m e .

A l s o  u n d e r  t h e  P r o g r a m ,  t h e  A u t h o r i t y  is s u e d  $ 6 , 5 6 3 , 0 0 ( 1  1 9 8 7  S e r ie s  \  C o a s t a l  K n e r g y  B o n d s  

p a y a b l e  t o  X (  ) A A .  T h e  p r o c e e d s  o f  t h e s e  b o n d s  w e r e  u s e d  t o  p u r c h a s e  p o r t  r e v e n u e  b o n d s  f r o m  

t h e  C i t y  o f  S t .  P a u l .  T h e  C i t y  o f  S t .  P a u l  e n t e r e d  i n t o  a t r i p a r t i t e  a g r e e m e n t  w i t h  N O A A  a n d  

t h e  A u t h o r i t y  e f f e c t i v e  D e c e m b e r  1 4 , 2 0 0 0  t o  m o d i f y  a n d  a m e n d  t h e  r e p a y m e n t  t e r m s  i n c l u d i n g  

p r i n c i p a l  a n i l  i n t e r e s t .

T h e  r e la t e d  l o a n  p a y a b le s  d o  n o t  r e p r e s e n t  a g e n e r a l  o b l i g a t i o n  o f  t h e  A u t h o r i t y  a s  t h e y  a r e  p a y ­

a b l e  o n l y  f r o m  p r o c e e d s  r e c e iv e d  f r o m  t h e  C i . y  o f  N o m e  a n d  S t .  P a u l ,  r e s p e c t iv e ly .  P a y m e n t  o f  

p r i n c i p a l  a n d  i n t e r e s t  o n  t h e  B o n d  B a n k  ’s C o a s t a l  1 n e r g y  B o n d  is  n o t  s e c u r e d  I n  a p l e d g e  o f  a m  

a m o u n t s  h e l d  b y  o r  p a y a b l e  t o  t h e  B o n d  B a n k  u n d e r  t h e  G e n e r a l  B o n d  R e s o l u t i o n ,  i n c l u d i n g  t h e  

R e s e r v e  A c c o u n t ,  a n d  is n o t  i n  a n y  w a v  a d e b t  o r  l i a b i l i t y  o l  t h e  B o n d  B a n k .

► LONG I£RM LIABIlHIES

Debt Service Account

ISSUE

I l?b i uTi’i.il [tijml gesn/uli w I'toot.ttii 
pt'tS V livs  A 

l ilv dI Haines 

Ki'H.ti FYnuvail.i Borough 

100^ Sv-'ii-s ( -  I aKi jficl I Vnlltsill,! MoKlugh 
I ' i ' l l  vm *s I) -  ( it% >ii K ilim i 
I ‘bib sorti's \

( it\ ul lluun.ili 

( ilv ul Sotdiihia 

I W  Svin's It 

< Hv nl Seward 

i w :  Semis '

I ,iKv A iVnmsulu Boiouijli 

t ilv ol ViKol.il 
19*17 Series It -  ( itv KCt(litKan 

I'l'KS Vries A 

C tv ol Wasrll.i 

Aleutians I dst Borough 

J<WS V tlvsB  

( i!\ ol Homer 

I ilv ol ( onlov.i 

1000 Vries \  

t  itv of SltKa 

Ali'iiluns la s t Borough

Interest
Rate

. |V S -? '\ ,  S I V l l l t l l l l l
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lo n g  term  L la b ililtc s . c o n tin u e d

ISSUE
Debl Service Account

Interest

Rate

Principal

Outstanding

Statutory Reserve Account Ordinary 

Reserve Sub-Account

Interest
Rate

Principal

Outstanding

2000 Scries A.

City of Falfbanhs 

Cliy of Cordova 

2000 Series B 

Citv of KaKloviK 

City of Sltha 

Clly oi I 'nalasKa 

2000 Series (  -  Northwest Arc lie Borough 

2000 Series I) -  FVIershurg 

2000 Series F 

Ketnil

Kodiak Island Borouoh 

lithe arid Pr n-IAtrl 

Wrangell 

Nnme-Sthoul

2000  Series I -  Kodfah Island Borough

2001 Series A -  Northwest Arctic Borough 

2IXM Series B -  Aleutians Fast Borough

2002 Series A -  C itv ol Wasilla

2002 Series B

City of Wrangell 

Northwest Arr tic Borough

2003 Series \  -  Ketchikan Gateway Boiough

2002 Series B -  Kodiah Island Borough 

2005 Series (

Kenai Peninsula Rrmiugll 

Idhe & Peninsula Borough

2003 Series D 
2003 Series I

Aleutians E.isl Borough 

Kenai Peninsula Borough 

2003 Series I -  Seward

2003 Series l i  -  NW Airllr Bnrriiigh 

201)4 A Series

' airhdnhs 
Silhj

2004 II Series 

Nome 

Valdez 

IVlershuig

( hill)
Seward 

2004 I Series

Kodiah Island Borough 

Palmer 

Petersburg 

2004 D Series 

Adah

hodieh Island Boiough 

2Ulls A Series 

C ntdova 

I uirbanhs

Kelthlhan ualetvay Borough 

Northwest Arctic Borough 

Siiha

I irialasha

5 .5 % -5 8 7 5 %

48%-C%

4.53fl,-5 .7 5%  

4 5 5 % -5 7 0 %

17 Vs.-A 375%

6 .9 V 9 %

4 4V5% 
5n 75 % -4  75%  

2 5 % -4 .5 %  

3 s 7 5 % -4 M )%

370W.-4 MI'S, 

2 0 0 'G -4  75%  

2 o o v : t o j 5 %

4 9 0 V b 0 i r  . 

2 0 0 'V 5 2 5 %

2 0 0 % -3 .5 %  

2 0 0 1‘..-s  CI0*Ni 

t o ir  tr-4 40 %

2 0 0 V 4  0O%

4 OOVVr-500%

< o u 'v 5 0 o %

2 7 5 " „->  u il%  

2 7 5 % -5 0 0 %  

2 7 5 % -5 0 0 %  

2.75% -500'S. 

2 .5 0 V 4  25%  

2 s l)'V -4  25%

2,830,000

2960,000

6 360 000 

I S80.000 

11)377000

81 000 0 

1 3 8 500 00 

3.195,000 

: i 715.000 

: 0 530,00"

S 4401100

2035.000

6 5 9 0 0 0 0

5 '\,-S  575'*.

4.4‘\r-5 %  

3 8 " 5 % -4  75% 

2 5 ° - 4  5%  

3 s 7 5 % -4  80%

4 811%

200')<i-3625%

iOOOOO 4 9 0 8 .-6 0 0 %

125.000

16 9 0 0 0 0  

22 82 500 0 

s i9 u .0 0 () 30 n % -4  40%

Le 158.500 2 0 iK ,-4 0 0 %

4 507 000 50 0 %

. 550.0110 30 0%

4 7 3 0 0 0

420.000

285.000 

75 500 0

525.000

3 05000

210000

365,000

800 000

531 SOU

2ri8(f00

1 315.000

180000 275,\i-5f.0'lh |4'5.000
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St<ituto(y Reserve Account Ordinary 
Debt Service Account Reserve Sub-Account

ISSUE Interest Principal Interest Principal
Rate Outstanding Rate Outstanding

2005 B Vries 27.160000 300% 463000

1 bines 4OOV50O%

Ketchikan Gateway Bomucjti 300%-523%

City ol North M e JOOS^S 25%

Palmer 300%-5.UU%

SitKa JUO VS’ V*.

total 1976 General He. i R ilution 1 uriil 294 157.300 9762300

I995A Seward Revenue Bund Ri ilutiun Pioqum 4 S 5V 7 JVC, 2.263000 _ .

1997A KelchiK.in Revenue Bond Resolution Pruqunt 4 7VS. 12.410IMH1 4 ,M ,-3 7 3 ,v1 1323000

I998.A Mchlkdrt Revenue Bond Resoiul-on Program 4“.i—i /'V 6 17 0000 - -

199M3 Homer Revenue BoruJ Revolution I’rooi.mi 4'V>—1 5% 1 103(100 - -

1999A Inter-Island I erry Revenue IV ■ 1

Revolution Program t liV S i-s 'r  . t .660 000 - -

2000A 1 nalaska Revenue Bond Resolution Pioqtam 49' ,-375'V. 443000 -

2000B Sewatd Revenue Bond Revolution Progiam 4 35%-5 5% 2.723000 -

201) 1A Ketchikan Revenue Bind Resolulion Piogram 4 3%-49% 1 330.000 - -

200IB Kelihlkan Revenue Bond Resolution Pmqram 4 5 V 4 9 % 2233000 - -

2002A hekh.kan Revenue Bond Pul'1'. 1 lllitu s 3 00V 300'. 5,380000 - -

200.3 \  CHI Revenui Bond R. solution Prm/nm 200V3urrv 2<) )3ooo - -

2003B t, Itv ni Valde/ Bond Resolulion Program 2 73 V i  23“. 19000000 - -

JOlltt Citv III KlKllJS Bllllil Ri Si lllltlll.il Pf(ll|MHI 2.00%-300% 820000 - -

2004 A City and Borough h 1 ■ > r B ■ ■ id
Resoliittuii Program I) 23 S.-4 (73". 2> 8.13000 - -

2004B Voihor.ige Bond Resolulion program 4 (I0V 4 73" \Jb 3 o n u - -

Iol.il Revenui Bonds 92960000 1 323liOli

i nasial l oeigv Reserve man An mint
( av ul Noirii I'nrl 1 ,i< ility Kevenui Bonn s ill'S. 3 Oi hi 000 -

( ilv ol Sami I'. ■ In. I ii‘>ik 5% 6 0 0 3  s 's -

tulal ( i visliil 1 neiqv Reserve 1 nan • m in i 111103 s 's ____________ ^

11 287 3i

i h i r i n g  t . . c  y e a r  e n d e d  J u n e  3 0 , 2 ()( ) ; i  t h e  A u t h o r i t y ’s l o n g - t e r m l i a b i l i t i e s  c h a n g e d  as f o l l o w s

Beginning of year New dcbl Repayments End of year

G e n e ra l o b lig a t io n  b o n d s  p a y a b le 3 2 6 7 .8 2 5 .0 0 0 8 8 ,7 8 0 .0 0 0 5 2 6 8 5 ,0 0 0 3 0 3 ,9 2 0 0 0 0

R e v e n u e  b o n d s  p a y a b le 6 5 .9 0 5 .0 0 0 3 4 .2 1 0 .0 0 0 5 6 3 0 0 0 0 9 4 .4 8 5 0 0 0

O lb er lo n q - le r m  d eb t ll.0 3 5 .S 7 8 - 30.000 11 .005,878

lo lu l $ 3 4 4 ,7 6 5 .8 8 7 8 1 2 2 9 9 0 ,0 0 0 5 s  3 4 5,000 4 0 9 4 1 0 8 7 8

( t e n c n i l  o b l i g a t i o n  b o n d s  :tre  s e c u r e d  I n  I t o n t l s  r e c e iv a b le  a n d  I n  a n t i  H in t s  in  t h e  o r d i n a r y  r e s e r v e  

a c c o u n t .  I h e  A c t  f u r t h e r  p r o v i d e s  t h a t  it  a m u n i c i p a l i t y  d e f a u l t s  o n  i t s  p r i n c i p a l  a n d / o r  in t e r e s t  

p a y m e n t s ,  u p o n  w r i t t e n  n o t i c e  h y  t h e  A u t h o r i t y ,  t h e  S t a t e  o f  A la s k a  m u s t  p a y  t o  t h e  A u t h o r i t y  

a l l  f u n d s  d u e  f r o m  t h e  d e f a u l t i n g  m u n i c i p a l i t y  f r o m  t h e  S t a t e  i n  a n  a m o u n t  s u f f i c i e n t  t o  c le a r  t h e  

d e f a u l t .  L o a n s  m a d e  u n d e r  t h e  C o a s t a l  K n e r g y  L o a n  P r o g r a m  a r e  p a y a b l e  o n l y  f r o m  p r o c e e d s  

r e c e iv e d  f r o m  t h e  m u n i c i p a l i t i e s  t o  w h i c h  t h e  lo a n s  w e r e  m a d e .
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T h e  a b o v e  b o n d s  m a t u r e  in  v a r y  i n g  a n n u a l  i n s t a l l m e n t s .  I h e  m a t u r i t i e s  a t  J u n e  3 0 ,  2 0 0 5  a r e  as 

f o l l o w s :

Year ending 
June 10

-  1976- 
General Reserve

199SA
Seward

Revenue

1997A
Ketchikan
Revenue

General
Reserve

1998A
Ketchikan
Revenue

199KB
Homer

Revenue

2006 S 19,820.500 1.674.500 170,000 690,000 _ 660.000 235.000

2007 18.025.000 1.155,000 160.000 725.000 - 685,000 250.000

2008 17.000,000 800.000 195.000 760,000 - 715.000 255.000

2009 16905.000 75000 205000 800,000 - 755000 180,000

2010 17115000 5,000 215000 84 0  000 - 785.000 185000

2011-2015 7 8788000 2.267.000 1.300,000 4,930.000 - 2.570000 -

2016-2020 71.589000 1,006000 - 3.665,000 1 525,000 - -

2021-2025 46.035000 2560.000 - - - - -

2026-2030 8880.000 - - - - - -

2031 and allot - - - - - -

S 294 157 500 9.762.500 2265,000 12.4 KJL0W) 1525.000 6170.000 1.105000

Year ending 
tune 30

1999A 
Inter-Island Ferrv 

Revenue

2OO0A
(Jnalaska
Revenue

2000B
Seward

Revenue

200IA
Ketchikan
Revenue

2002B
Ketchikan
Revenue

20024
Ketchikan
Revenue

2003A
CBJ

Revenue

2006 75.000 445000 105000 80.000 115000 460000 1 445.000
2007 80,00(1 - 110.000 85000 120.000 475001) 1491)000
2008 85,000 - 115000 90,000 130000 490000 -

2009 85000 - : 200011 90,000 1 35.000 505,000 -

2010 90,000 - 125000 95,000 140.000 520,000 -

2011-’oi 5 535.000 - 745000 555.000 825000 2.9 30 000 -

201u-2020 710000 - 950000 555,000 820000 - -

>021-2026 - - 455000 - - - -

2026-2030 - - - - - - -

2031 and altet - - - - - - -

5 1.660.000 445000 2.725000 1.550.000 2285000 5.380.000 29.35,000

Year ending 
lune 30

20038
Valdez

Revenue

2003C
Kodiak

Revenue

2004A
CBJ

Revenue

2004B
Anchorage

Revenue

Coastal
Energy
Loan

total
Principal

total
Interest

2 0 0 6
_ 2 0 0 0 0 0 _

110.0110 5 4 1 )0 0 0 0 3 1 8 8 5 0 0 0 1 7 9 6 0 4 7 9

2 0 0 7 r > (n()00 2 0 0 .0 0 0 5 0 0 .0 0 0 9 5 0 0 0 4 0 0 0 0 0 2 5 2 4 0 0 0 0 16 5 9 8  854

2 0 0 8 6 7 5 .0 0 0 2 0 5 .0 0 0 5 1 5 ,0 0 0 1 0 0 0 0 0 4 0 0 .0 0 0 22.5.30,000 15,696.521

2 0 0 9 6 8 0 0 0 0 2 1 5 0 0 0 5 3 5 .0 0 0 1 0 0 0 0 0 4 0 0 0 0 0 2 1 7 8 5 0 0 0 14 ,8 2 6 .3 2 8

2 0 1 0 6 8 0 0 0 0 - 5 5 5 .0 0 0 1 0 5,000 4 5 0 ,0 0 0 21 9 0 5 0 0 0 1 3 .9 4 7 3 5 4

2 0 1 1 - 2 0 1 5 5 ,0 0 5 0 0 0 - 3 ,1 2 0 0 0 0 6 0 0 0 0 0 2 2 5 0 0 0 0 1 0 6 .4 4 0 0 0 0 5 5 .6 5 6  371

2 0 1 6 - 2 0 2 0 6 .6 0 0 ,0 0 0 - 3 8 7 5 .0 0 0 7 3 0 ,0 0 0 1 ,7 0 5 8 7 8 9 3 .7 3 0 8 7 8 33 .431.444

2 0 2 1 - 2 0 2 5 4 ,6 9 5 0 0 0 - 4 .9 9 5 0 0 0 9 0 5 .0 0 0 - 5 9 .6 4 5 0 0 0 1 3 .3 9 9 6 0 1

2 0 2 6 - 2 0 3 0 - - 6 .4 6 0 .0 0 0 1 14 5.000 - 1 6 .4 8 5 0 0 0 4,526.241

2 0 3 1  and alter - - 8 .2 9 0 .0 0 0 1 .4 7 5 0 0 0 - 9 .76 5.0 00 1.476,625

S 19.000,00 820000 28.845,000 5,365,000 11,005.878 400410878 187519.818
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NOIf 7 ►  ADJUSTMENTS

C e r t a i n  a d j u s t m e n t s  a r e  c o n s i d e r e d  t o  b e  n e c e s s a r y  t o  t h e  g o v e r n m e n t a l  f u n d s  i n  o r d e r  t o  p r e s e n t  

t h e  A u t h o r i t y ' s  f i n a n c i a l  p o s i t i o n  a n d  t h e  r e s u lt s  o f ' i t s  o p e r a t i o n s .  T h e s e  a d j u s t m e n t s  i n c l u d e  t h e  

e l i m i n a t i o n  o f  i n t e r - f u n d  p a y a b le s  a n d  r e c e iv a b le s .  A d d i t i o n a l l y ,  b o n d  p r o c e e d s  a r e  r e p o r t e d  as 

f i n a n c i n g  s o u r c e s  i n  g o v e r n m e n t a l  f u n d s  a n d  t h u s  c o n t r i b u t e  t o  t h e  c h a n g e  in  f u n d  b a la n c e .  I n  t h e  

s t a t e m e n t  o f  n e t  a s s e ts , h o w e v e r ,  i s s u i n g  d e b t  in c r e a s e s  l o n g - t e r m  l i a b i l i t i e s  a n d  d o e s  n o t  a f f e c t  

t h e  s t a t e m e n t  o f  a c t iv i t i e s .  S i m i l a r l y ,  r e p a y m e n t  o f  p r i n c i p a l  is  a n  e x p e n d i t u r e  i n  t h e  g o v e r n m e n t a l  

f u n d s ,  b u t  r e d u c e s  t h e  l i a b i l i t y  i n  t h e  s t a t e m e n t  o f  n e t  a s s e ts .

NOIf 8 ► COMMITMENTS
I n  f is c a l  y e a r  2 0 0 6 ,  $ 2 5 0 , 0 0 0  i n  e a r n i n g s  f r o m  t h e  C u s t o d i a n  \ c c o u n t  w i l l  l ie  t r a n s f e r r e d  t o  t h e  

S t a t e  o l  A la s k a  a n d  d e p o s i t e d  in  t h e  S t a t e 's  D e b t  S e r v ic e  l u n d .  I l i e  e n t i r e  C u s t o d i a n  \ c e o u n t  

b a la n c e  is  av a i l a b l e  f o r  a p p r o p r i a t i o n ,  a t  a n y  t i m e ,  I n  t h e  S t a t e  L e g is l a t u r e .

NOIf 9 ►  SUBSEQUENT EVENT

S u b s e q u e n t  t o  J u n e  5 0 .  2 0 0 5 ,  t h e  P o n d  H a n k  is s u e d  t w o  g e n e r a l  o b l i g a t i o n  b o n d  s e r ie s  t o  f o l ­

lo w :

( i c n c r . i l  ( ) b l i g a t i o n  B o n d s ,  2 0 0 5  S e r ie s  C ,  in  t h e  fa c e  a m o u n t  o f  $ 5 2 , 0 6 0 , 0 0 0  w i t h  i n t e r e s t  r a te s  

r a n g i n g  f r o m  4 . 0 %  t o  5 . 0 0 %  o v e r  m a t u r i t i e s  o f  O c t o b e r  I .  2 0 0 6  t h r o u g h  ( J c t o b  I ,  2 0 2 5 .

( i e n e r a l  O b l i g a t i o n  B o n d s ,  2 0 0 5  S e r ie s  < ) n e .  i n  t h e  f a c e  a m o u n t  o f  $ 1 8 , 4 5 0 , 0 0 0 ,  s o ld  in  

' c t o b c r  2 0 0 5 .  I n t e r e s t  r a t e s  r a n g i n g  f r o m  5 . 0 0 %  t o  5 . 2 5 %  o v e r  m a t u r i t i e s  o f  J u n e  I ,  2 0 0 6  

t h r o u g h  J u n e  2 0 2 5 .

I n  S e p t e m b e r  2 0 0 5 ,  $ 2 5 0 , 0 0 0  i n  e a r n i n g s  f r o m  t h e  C u s t o d i a n  V c c o u n t  w a s  t r a n s f e r r e d  t o  t h e  S t a t e  

o f  \ l a s k a  a n d  d e p o s i t e d  i n  t h e  S t a t e s  D e b t  R e t i r e m e n t  F u n d .

( I i t v  o f  N o m e  a n d  S t.  P a u l  h a v e  e n t e r e d  i n  n e g o t i a t i o n s ,  w i t h  \ ( ) \  \ .  f o r  t h e  r e s t r u c t u r i n g  a n d  

p o s s i b l e  f o r g i v e n e s s  f o r  t h e i r  r e s p e c t iv e  C o a s t a l  K n e r g y  lo a n s .  I h e  r e la t e d  l o a n  p a y a b l e '  d o  n o t  

r e p r e s e n t  a g e n e r a l  o b l i g a t i o n  o f  t h e  \ u t h o r i t y .  as t h e y  a r c  p a y a b l e  o n l y  f r o m  p r o c e e d s  r e c e iv e d  

f r o m  t h e  C i t y  o l  N o m e  a n d  S t .  P a u l ,  r e s p e c t iv  e ly .  P a y m e n t  o f  p r i n c i p a l  a n d  i n t e r e s t  o n  t h e  B o n d  

H a n k ’s C o a s t a l  K n e r g y  B o n d  is  n o t  s e c u r e d  b y  a p l e d g e  o f  a n y  a m o u n t s  h e l d  I n  o r  p a y a b l e  t o  t h e  

B o n d  B a n k  u n d e r  t h e  ( i e n e r a l  B o n d  R e s o l u t i o n ,  i n c l u d i n g  t h e  R e s e r v e  A c c o u n t ,  a n d  is  n o t  i n  

a n y  w a y  a d e b t  o r  l i a b i l i t y  o t  t h e  B o n d  B a n k .  L o a n  p a y m e n t s  d u e  i n  A u g u s t  2 0 0 5  h a v e  n o t  b e e n  

m a d e .
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SU PPLM fN lA l SCHfOUlE O f llA IU IO P y RESERVE ACCOUNT -  A «EIS IIA B IIIM S  AND ACCOUN1 RESERVES

For Ih e  year e n d e d  J u n e  JO 2 0 0 5

1976 General 1976 1990A 1995A 1997A

'O rd ln a iy ' Special Yakutat Seward Ketchikan {

a s s e t s

f a s h S 1 2 0 9 1 4 8 19 4,219 - 2.685 20,531

A cc ru e d  interest re c e iv a b le 32.714 20 7.221 - 5 1 0 6 1 4 .2 0 0

M a rk e ta b le  securities 8 .4 9 5 2 6 4 2 0 1 4 9 1 6 8 - 2 9 7 .0 8 3 1.508,623

In t e r a u o u n t  receivab les 1 .0 2 7 4 3 9 4 0 8 .4 0 7 - - -

1 0 7 6 4 .5 6 5 2 0 9 5 9 0 1 5 - 30 4.874 1 5 4 3 3 5 4  [

LIABILITIES

In te ra c c o u n l p a y a b le s 8 4 7 IS O 2 4 1 6 1 6 7 - . 5 ) 7 9 5 .2 6 5

B o n d  p a y a b le 9 .7 6 2 5 0 0 - - - 1 5 2 5 0 0 0

A ccrued interest p a y a b le 13 3.299 - - - 6 8 3 1

10.7 42.979 2 4 1 6 .1 6 7 - 4.517 1 6 2 7 0 9 6

RESERVES
Spec ia l R e s e n i-  -  S ta le  A p p rop riate d - I5 .6 6 a .3 0 2 - 2 9 9 .5 5 0 -

S |H 't ia l R eserve -  1 in a p p io p r ia le d - 2 9 4 4  CO? - - -

S p ci ia l R eserve - 1  J n re a li/e d  G a in  M o s s ) - (65.0510 - 80 7 -

O rd in a ry  R eserve - 1  n o llo u ite d 12 1.570 - - - (74 765J

Ordinarv R e>e ve -  1 r if iM li /e u  ( id i l i  ( lo s s ) (9 9 ,9 8 4 ) - - - (8 ,977 )

21 58 6 18.542 8 4 * - 30 0.357 (83 ,7 4 2 )

i aflj
S 1 0 7 6 4  5(>5 2 0 9 5 9 .0 1 5

---------------------------
104 874

I998A I998B 1999A 2OO0A 2000B ■'
he-lc hlk.tn Homer Inter-Island 1 nalaska Seward 1

a s s h s

f a s h S 5 7 2 0 3 10,283 22 .7 07 2 2 .2 8 8 27.8 i (»

'  ired interest re ie iv a b lt JO 3 38 5 7 1 0 4 5 8 i»SS 6 8 8

4 .rk e ia b le  s> un ties 1 2 7 1 .6 6 7 2 4 2 O J i 1 4 9 4  18 2 2 4  15r> 224 1 5t>

In t e r a u o u n t  receivab les 4 54 2 !■ - - 2 8 9 3

1 J o J 7 5 0 2 5 8 0 1 6 172.60 J 2 4 7  112 2 5 5  >76

1IABIUT1ES

In t e r a u o u n t  p a y a b le s 2 0 0 8 3 5 7 2 7 (e m 9  521 2 9 3 1

B o n d  p a y a b le - - - - -

A ccrued m e r e s t payable - - - - -

2 0 0 8 3 5.727 6.394 9 5 2 3 2 9 3 1

RESERVES
S p e c ia l Reserve' -  Slate' A ppropriates! ; 3 4 1 299 251 (% 1 6 9 8 0 4 24 3.000 2 4 8 .5 1 8

S p e c ia l Rese rve- -  1 r ia p p ru p n a tc d - - - - -

S p ec ia l Receive' -  I n r c a li/e d  G a in  (loss) 2 J68 8 9 3 (3,595 ) (5 .3 9 1 ) 4 127

O rd rn aiv  Rese'ive - 1 n a llo c a te d - - - - -

O rd ina rv  Reserve' - 1 n re a li/e 'd  (earn l ln s s ) - - - - I
1 34  J.067 2 5 2 .2 8 9 16b 20 9 2 3 7 6 0 9 2 5 2 .6 4 5  ■

S 1.363.750 2 5 8 .0 1 6 172.603 2 4 7  1 32 2 5 5 .5 7 6  t ‘l

1
St"' Indi'i

a- »  i i  & £ 1
, » r •<!



M ASKV.r, MflhM BONIi RA\K Al IHOKITY \ \  ( r. c v  >l tin st.il.

SUPPltMfNfAl SvHfDUlf Of 'WUIORy RKtRVl ACCOUNIS ASSffS IIABIIIIIH AND ACCOUNf RfSfRVfS

For the  year e n d e d  lo n e  3 0  2 0 0 3

2001A 200IB  2002A 200 3A 2000B
Ketchikan Kct(hlk.m Ketchikan CBJ Valdez

ASSETS

C a s h

A cc rue d  inte rest re ceivab le  

M a r k e ta b le  sec u n tie s  

1 (erac c o u n t receivab les

S 3 2 1 7 4  

382 

124.831

33 70 4  

h i  1 

1 9 0 2 8 0

30 .3 00

8 0 5

5 9 7 .7 5 0

2 2 8 7 2

1.594

5 4 4 ,7 0 7

10.288 

2 0 .2 5 6  

1 7 4 9 8 7 9  

9 4 0 7

1 3 7 0 8 7 2 3 3.025 0 3 4  85 5 5 6 9 2 3 3 1 .7 9 5 8 3 0

LIABILITIES

In te ra c c o u n t p a y a b le s 5 4 0 7 8 347 24  2 31 0 0 9 1 -

B o n d  p a v J b le - - - - -

A cc rue d  inte rest p a y a b le - - - - -

5 4 0 7 H 5 4 7 24.231 0 6 9 1 -

RESERVES

S|M 'cial R eserve -  S ta le  A p p ro p ria te d 1 5 4 6 7 5 2 2 9 8 7 0 - - -

S p ec ial R eserve -  1 'n ap p inp riatec ! - - 0 2 5 0 0 0 5 0 8  5 0 0 1 7 8 0 0 0  3

Spec u l  R eserve -  1 n r e a li/e d  ( .d in  (Fo ss) 12,995) 14 7 9 2 ) l i  t 370) ( 5 9 5 8 ) 1 5 7 0 7

O rc lin a iv  R eserve -  1 n a llo c a le d - - - -

O rd in a ry  R e s e a t  - t u ie a l l /e d  ( r a in  ( lo s s ) - - - -

151 6 8 0 2 2 5 0 7 8 0 1 0 0 2 4 5 0 2 5 4 2 1 7 9 5 8 3 0

S 157.087 2 3 3 6 2 5 () 34 8 )5 5 0 9 2 3 3 1 795.8 30

200 3C
kodak

2004A
CBI

201MB
Anchorjqc Total

ASSETS

Cash S 20.773 34 5 fi‘i 441.74 | s l4  317

A ccrued interest re ceivab le 211 7 3S5 607 328.974

M a rk e ta b le  securities 740.39 1,8 3h 124 297 > 7 37985 705

In te ra c c o u n ! re ceivab les 2 8 1 - 1 452971

l t d  300 1,878078 343.068 41 581967

((ABILITIES

Inteiacc o u n !  p a y a b le s 5(> 10 349 3.073 1.472.741

B u n d  p a y a b le - - - 11.287.500

Ac c lu e d  in le rc s l p a y a b le - - - 140130

56 16.349 307.3 14900.371

RESERVES

Special R eserve -  Sidle A p p ro p ria te d
_ _ 18001414

S p ec ial R eserve -  1 n a p p ro p iia le tl 101500 1 875 750 341931 S.237.34(>

s p e c ia l R eserve -  1 in e a h /e t l  U iin  (1 uss) (2501 114021) 125301 (95.11081

Ordinaiy R eserve -  1 n a llo c a le d - - - 46805

t lid in a rv  R eserve -  1 m e a li /e d  L .a m  II oss) - - 1108 901

1 0 1 .2 5 0 1.801 7 2 9 339 395 2 6 0 8 1 .5 9 0

S 1 0 1 3 0 0 1 .8 7 8 0 7 8 3 4 3 .0 0 8 4 1 .5 8 1 .9 6 7

See IniJeiviiclent Auditors kejmil



P e n s io n  O b lig a t io n  B o n d s

M a r k  P r u s s i n g ,  V i c e  P r e s i d e n t  

L i n d s a y  S o v d e ,  V i c e  P r e s i d e n t  

( 2 0 6 )  6 2 8 - 2 8 8 2

S H i H I  S E A T T L E - N O R T H W E S  
i l f f i l S  SECURITIES CORPORATION



W hat is a Pensioh O b lig a tio n  Bond?

•  A  p e n s i o n  o b l i g a t i o n  b o n d  i s  a  f i n a n c i n g  u s e d  t o  d e f r a y  u n f u n d e d  p e n s i o n  

c o s t s .

•  P e n s i o n  s y s t e m s  m e a s u r e  a s s e t s  o n  h a n d  a g a i n s t  t h e  p r e s e n t  v a l u e  o f  

p r o j e c t e d  l i a b i l i t i e s  o v e r  t h e  l o n g  t e r m .

•  I f  l i a b i l i t i e s  e x c e e d  a s s e t s ,  t h e  d i f f e r e n c e  i s  k n o w n  a s  t h e  

A c c r u e d  A c t u a r i a l  L i a b i l i t y ^ ) o r  “ U A A L . ”

•  W i t h  l a g g i n g  i n v e s t m e n t  r e t u r n s ,  i n c r e a s e s  i n  h e a l t h c a r e  c o s t s ,  a n d  a c t u a r i a l  

r e v a l u a t i o n s ,  m a n y  p u b l i c  a n d  p r i v a t e  p e n s i o n  s y s t e m s  h a v e  f o u n d  

t h e m s e l v e s  s i g n i f i c a n t l y  u n d e r - f u n d e d .

B M  SEATTLE-NORTHWEST
i & B B  SECURITIES CORPORATION



W hat is a Pension O b lig a tio n  Bond?

•  R e p a y m e n t  o f  t h e  U A A L  i s  a m o r t i z e d  o v e r  a  f i x e d  p e r i o d  a n d  b u i l t  i n t o  

p a y r o l l  r a t e s  a t  a  g i v e n  i n t e r e s t  r a t e ,  8 . 2 5  p e r c e n t  i n  A l a s k a .

•  R e t i r e m e n t  s y s t e m  t h e r e b y  b e c o m e s  t h e  “ b a n k e r ”  f o r  t h e  s h o r t f a l l ,  a s  

e m p l o y e r s  r e p a y  t h e  l o a n  o v e r  t h e  a m o r t i z a t i o n  p e r i o d .

•  M a n y  j u r i s d i c t i o n s  h a v e  u s e d  P e n s i o n  O b l i g a t i o n  B o n d s  t o  r e f i n a n c e  t h e s e  

“ l o a n s ”  a t  r a t e s  l o w e r  t h a n  t h e  a m o r t i z a t i o n  r a t e .

1*3 SEATTLE-NORTHWEST
■ ■ ■  SECURITIES CORPORATION



W h y  M ig h t Pension O b lig a tio n  Bonds 3 
be U se fu l in  A laska

^ a a a — 1 1 ■

•  A c c o r d i n g  t o  t h e  r e c e n t l y  r e l e a s e d  2 0 0 4  v a l u a t i o n ,  a s s u m i n g  a b o v e - a v e r a g e  

g r o w t h  i n  p o p u l a t i o n :

-  PERS rates rise to 32% of payroll beginning in 2011, and do not decline until 
2029.

-  TRS rates rise to 50% of payroll in 2011 and continue increasing to 56% by 
2028 before declining.

•  P r o p e r l y  s t r u c t u r e d  p e n s i o n  o b l i g a t i o n  b o n d s  c a n  b e  a n  e f f e c t i v e  t o o l  f o r  

i m m e d i a t e l y  r e d u c i n g  p a y r o l l  r a t e s  a n d  p r o d u c i n g  l o n g  t e r m  s a v i n g s  f o r  

j u r i s d i c t i o n s .

•  I n  O r e g o n ,  j u r i s d i c t i o n s  a r e  p r o j e c t e d  t o  s a v e  o v e r  $  1 . 3  b i l l i o n  f r o m  u s e  o f  

t h i s  t e c h n i q u e .

: SEATTLE-NORTHWEST
SECURITIES CORPORATION



A la ska  Pension System  *

Alaska

PERS . TRS

Asset base S 8.2 billion $ 3.9 billion

Covered Employees 69,135 21,220

Average employer rate 16.77% (J?
i f  7‘

21.00%

Funded ratio 72.00% 64.00%

U \AL as of 2004 valuation S 3.4 billion $2.3 billion

*As of June 30, 2004.
(1) Effective for Fiscal Year 2006, Actuarially computed at 25.63%.

(2) Effective for Fiscal Year 2006, Actuarially computed at 38.85%. "Trt 5

M*& 11 I  SEATTLE-NORTHWEST
■ ■ ■  SECURITIES CORPORATION
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The A rb itra g e  Issue

I s s u i n g  a  p e n s i o n  b o n d  i s  n o t  l i k e  r e f i n a n c i n g  y o u r  m o r t g a g e . . .

• Success from borrowing depends on the market returning more than the cost o f  
the bond.

-  For Alaska borrowers, if  investment returns equal 8.25% over 25 > ,ar 
period over the life of the bonds, costs will be reduced as estimated.

-  If returns are greater than 8.25%, cost reductions will be greater than 
projected.

-  If returns are less than 8.25% cost reductions will be positive, but less than 
projected.

-  If returns are less than the bond yield, borrowers will be worse o ff than 
those who do not borrow.

SEATTLE-NORTHWEST
H U B  SECURITIES CORPORATION



A laska  PERS

Alaska Publij Retirement System

H i s t o r y  o f  I n v e s t m e n t  R e s u l t s

140

n
8.25% I

1995 1996 1997 1998 1999 2000 2001 2002 2003 2

SEATTLE-NORTHWEST
SECURITIES CORPORATION



B on d ing  a P opu lar T o o l
7

M a n y  j u r i s d i c t i o n s  t h r o u g h o u t  t h e  c o u n t r y  h a v e  c h o s e n  t o  f i n a n c e  P E R S  

l i a b i l i t i e s  w i t h  b o n d s .

Oregon example:

• A total o f  133 school districts, cities, counties and the State have issued $5.4 billion 
of pension bonds in Oregon.

Savings projected at $1.3 billion overall, assuming an 8.00% rate of return.

• Original statutory authority provided to locaj_governments and school districts in 
2001 for issuance o f  ̂ full faith and credit obligations.”

"School Districts also granted authority to enter into intercept agreement with the 
State, whereby operating funds were additionally pledged. This approach resulted in 
“State” credit rating.

State Constitutional amendment approved by voters in 2003 authorizing the State to 
issue GO bonds for its share of the liability. Voter approval margin was 55.25%.

■ ■ ■  SEATTLE-NORTHWEST
A l l  SECURITIES CORPORATION



O regon Process
8

Bond proceeds are placed in a “lump sum account” for benefit o f employer. 
Earnings and losses directly accrue to that account.

Lump sum account is used to provide prepayment credit 0 1 1  payroll rates charged to 
jurisdictions.

Although bonds have to be sold on taxable basis, interest rates for most borrowings 
have been well under 6%.

Oregon State Treasury regression analysis conducted in July 2003 projected 
probability of positive arbitrage in PERS refinancing at nearly 90%.

S l& L l  SEATTLE-NORTHWEST
! ® y B i  SECURITIES CORPORATION



Recent Returns -  Oregon Lump Sum Accounts

Issuer Par TIC Total Return Annualized

Series 2002 A&B - Local Governments $ 238 m 7.00% 43.04% 11.74% (1)

Series 2002 - School Districts $ 775 m 5.60% 59.01% 19.14%

Seri3s 2003 - Schools, Community Colleges $ 1,080 m 5.73% 51.88% 20.08%

Series 2004 - Schools, Community Colleges $ 400 m 5.49% 23.51% 13.44%

Series 2004- Local Governments $ 126 m 6.11% 24.28% 16.19%

( 1 )  A s  o f  N o v e m b e r  3 0 ,  2 0 0 5

,-O .^ivl SEATTLE-NORTHWEST
8 3 S  SECURITIES CORPORATION



Lessons Learned

1. Payment to PERS does NOT guarantee UAAL will be paid off in full.

2. Changes in size o f UAAL,
• Judicial, legislative, regulatory or investment activities can cause future changes to 

UAAL. Further increases would continue to be responsibility of jurisdiction.
-  Reductions: Lump sum payment would put jurisdiction in surplus. Funds will not 

be returned to jurisdiction, but surplus is used to reduce payroll rates further.
-  Increases: Lump sum payment would defray total deficit. UAAL would not be as 

high as would otherwise be the case.
In any case, arbitrage risks remain the same for existing lump sum payment.

3. Structure of the financing matters
Inappropriate to use unrealistic assumptions about rates of return.
Amortization structure of bonds should match amortization of UAAL that PERS 
system uses.
Not prudent to have back weighted structured where all savings are produced in early 
years.

■ ■ ■  SEATTLE-NORTHWEST
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Lessons Learned

4. The “housekeeping issues'’ are often the most critical

Adequate protection and proper accounting of lump deposits are critical.
Statutes and regulations needed to ensure that the employers making the deposit are the 
ones getting tlie credit, and that credit is for appropriate amount.

5. Bond Related Considerations /

Bonds aie not likely to be subject to early redemption.
Rating agencies will scrutinize structure carefully to ensure payment of liability is not 
further deferred.

• Changes “soft” liability to “hard” liability, which may put some limitations on 
financial flexibility.

6. Variations in payroll growth not immediately reflected in debt structure

Under current structure, if payroll declines, payments to PERS decline. *

• Using bonds, if payroll declines, payments on the bonds do not change. Y

t r *  7 '

SEATTLE-NORTHWEST
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A la ska  L e g is la tive  C onsiderations
12

G o a l :  G i v e  a l l  j u r i s d i c t i o n s ,  a t  t h e i r  d i s c r e t i o n ,  m e a n i n g f u l  a c c e s s  t o  c a p i t a l  

m a r k e t s  f o r  t h e  p u r p o s e  o f  f i n a n c i n g  p e n s i o n  l i a b i l i t i e s .

1. Access
Express authorization for all types of jurisdictions to issue obligations for this purpose 
either individually or through another entity.

Authorization for individual jurisdictions to pool together through another entity (either 
state entity such as Bond Bank and/or pool created with a Trustee).

2. “Meaningful” Access
• Without additional credit support, some jurisdictions may not be able to enter market 

on a subject-to-appropriation basis at a competitive rate.

• Forms o f additional credit support
• Intercept of State funding - particularly useful for school districts 

Bond reserves 

Bond insurance

• Voter approval of constitutional amendment allowing use of general obligation bonds

SFATTLE-NORTH WEST
H H B 9  SECURITIES CORPORATION



H B  278 -  C om m ents
1 3

H  ‘

O n e  p a r t  o f  a  b r o a d  s o l u t i o n .

T h e  n a t u r e  o f  t h e  o b l i g a t i o n  I ' - ' * ------------- ' — 1  A  + u ~

B o n d  B a n k  i s  n o t  c l e a r .

•  W o u l d  l i k e  i t  e x p a n d e d  t o  c o v e r  b r o a d e r  i n t e r c e p t  a u t h o r i t y ,  

p a r t i c u l a r l y  f o r  s c h o o l s .  P e n s i o n  o b l i g a t i o n  f i n a n c i n g  p r o v i d e s  

a n  o p p o r t u n i t y  t o  i n c r e a s e  f u n d s  a v a i l a b l e  f o r  e d u c a t i o n .

•  W o u l d  l i k e  t o  s e e  a d d i t i o n a l  f l e x i b i l i t y  f o r  j u r i s d i c t i o n s  t o  

g r o u p  t o g e t h e r  t h r o u g h  p o o l s  o r g a n i z e d  b y  t r u s t e e .

•  E n t i r e  s o l u t i o n  w i l l  r e q u i r e  l e g i s l a t i v e ,  a d m i n i s t r a t i v e  a n d ,  

p o t e n t i a l l y ,  c o n s t i t u t i o n a l  c h a n g e s .

7 U.3-1 SEA I TLE-NORTHWEST
■ K 2 H  SECURITIES CORPORATION



14

P e n s io n  B o n d s  i n  A la s k a :  

P o t e n t i a l  S a v in g s

y & i i i  SEATTLE-NORTHWEST
M i l  SECURITIES CORPOR \TION



Types o f  O b liga tions
15

•  S a v i n g s  w o u l d  b e  m a x i m i z e d  i f  G O  b o n d s  c o u l d  b e  i s s u e d .

•  A p p r o p r i a t i o n  o b l i g a t i o n s  s t i l l  p r o v i d e  s u b s t a n t i a l  s a v i n g s  f o r  h i g h l y  r a t e d  

e n t i t i e s .

•  T a x a b l e .

• N o n - c a l l a b l e .

•  O p p o r t u n i t y  t o  i s s u e  o b l i g a t i o n s  d e p e n d e n t  o n  c u r r e n t  d e b t  m a r k e t  

c o n d i t i o n s  -  a s  i n t e r e s t  r a t e s  r i s e ,  p e n s i o n  o b l i g a t i o n  f i n a n c i n g  b e c o m e s  

l e s s  a t t i a c t i v e .

■ ■ ■  SEATTLE-NORTHWEST
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Example: C ity &  Borough o f Juneau
1 6

A s s u m p t i o n s

Investment rate o f return = 8.25% 

• Annual payroll growth rate = 5.50% (*) 

Past service amortization:
-  Fixed 25 years, effective June 30, 2002. (**)

*City and Borough o f Juneau -  Notes to audited financial statements 
**State o f Alaska PERS Actuarial Valuation Report as o f June 30, 2002 (Page 5)

SEATTLE-NORTHWEST
SECURITIES CORPORATION



S um m ary o f  Results
1 7

•  j V s s u m e s p a y o f f  o f  ] 0 0 %  6 / 3 0 / 0 4  P E R S  U A A L  f o r  t h e  C i t y  a n d  B o r o u g h  

o f  J u n e a u f W o u g h t  f o r w a r d  t o  M a r c h  l ,  2 0 0 6 .

Dated Date 3/1/2006
Delivery Date 3/1/2006

Obligations Par Amount $ 75,075,000
True Interest Cost 6.06%

Aggregate Savings $ 23,758,921
Average Annual Savings $ 1,0 /9,951
Net PV Savings $ 14,881,383
Percentage Savings o f Refunding Obligations 19. 82%

■ ■ ■  SEATTLE-NORTHWEST
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C ontact In fo rm a tio n
18

-  Lindsay Sovde, Vice President
• ( 2 0 6 ) 6 2 8 - 2 8 7 5

• lsovde@snwsc.com

-  Carol Samuels, Vice President
• ( 5 0 3 ) 2 7 5 - 8 3 0 1

• csamuels@snwsc.com

-  Mark Prussing, Vice President
• ( 2 0 6 )  6 8 9 - 2 7 8 0

• mprussing@snwsc.com

m m m  SEATTLE-NORTHWEST
BlilB SECURITIES CORPORATION
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P e n s i o n  O b l i g a t i o n  

B o n d s

O n e  E m p lo y e r ’ s P e rs p e c tiv e

J e f f r e y  S i n z  

C h i e f  F i s c a l  O f f i c e r  

M u n i c i p a l i t y  o f  A n c h o r a g e



I n t r o d u c t i o n

P u r p o s e  o f  t h i s  p r e s e n t a t i o n  i s  t o  p r o v i d e  t h e  p e r s p e c t i v e  o f  o n e  

p a r t i c i p a t i n g  e m p l o y e r  r e g a r d i n g  t h e  u s e  o f  P e n s i o n  O b l i g a t i o n  

D e b t  a s  a  s u b s t i t u t e  f o r  U n f u n d e d  A c c r u e d  A c t u a r i a l  L i a b i l i t i e s

P o t e n t i a l  f o r  S i g n i f i c a n t  F i n a n c i a l  B e n e f i t s  a p p e a r s  t o  b e  

w i d e s p r e a d  a m o n g  p a r t i c i p a t i n g  e m p l o y e r s

U l t i m a t e  b e n e f i t  d e p e n d a n t  u p o n  f u t u r e  e a r n i n g s  p e r f o r m a n c e  

( u n a v o i d a b l e  r i s k )

U n c e r t a i n t y  r e g a r d i n g  a d m i n i s t r a t i v e  i s s u e s  a n d  t i m i n g  r e p r e s e n t  

a d d i t i o n a l  r i s k s  f o r  e m p l o y e r s  t h a t  a c t  e a r l y  a n d / o r  a l o n e

F e w  P a r t i c i p a t i n g  E m p l o y e r s  h a v e  r e a d y  a c c e s s  t o  r e s o u r c e s  

n e e d e d  t o  p r o p e r l y  A n a l y z e  t h e  u s e  a n d  s a l e  o f  P O B ’ s

S O A  c a n  f a c i l i t a t e  t h e  u s e  o f  P O B ’ s  f o r  t h o s e  e m p l o y e r s  w i s h i n g  

t o  p u r s u e  a n d  h e l p  m i t i g a t e  m a n y  o f  t h e  n o n - m a r k e t  b a s e d  r i s k s



C h a l le n g e / O p p o r t u n i t y

C h a l l e n g e

■  L a r g e  U n f u n d e d  A c c r u e d  A c t u a r i a l  L i a b i l i t y  ( U A A L )

R e s p o n s e  ( t o  d a t e )

■  S B  1 4 1

■  R a p i d l y  I n c r e a s i n g  E m p l o y e r  C o n t r i b u t i o n  R a t e s  

O p p o r t u n i t y

■  S u b s t i t u t e  P e n s i o n  O b l i g a t i o n  D e b t  f o r  a l l  o r  p o r t i o n  o f

U A A L



P E R S  C h a l le n g e / O p p o r t u n i t y

Statewide PERS U AAL |  3.41 billion

Substitute Pension Obligation Debt for U AAL
■  F V  o f  P o t e n t i a l  S a v i n g s  $  2 . 5  b i l l i o n

■  P V  o f  P o t e n t i a l  S a v i n g s  $  1 . 2  b i l l i o n

■  R e d u c t i o n  i n  C o n t r i b u t i o n  R a t e  3 . 8 5 %

Source: Merrill Lynch Report dated January 2006. Assumes entire UAAL substituted 
with POB’s, COC 5.8%, PERS earnings rate 8.25%, and Discount Rate of 5.8%



A n c h o r a g e  C h a l le n g e

Anchorage Share o f  PERS U A A L
■  M u n i c i p a l i t y  o f  A n c h o r a g e  ( M O A )  $  2 8 8 . 0 0 0 , 0 0 0

■  A n c h o r a g e  S c h o o l  D i s t r i c t  ( A S D )  % 1 7 4 . 0 0 0 . 0 0 0

■  T o t a l  A n c h o r a g e  U A A L  $> 4 6 2 , 0 0 0 , 0 0 0

Increase in  E m ployer C o n trib u tio n  Rate*

F Y 0 4  F Y 0 9

M O A  3 . 7 %  2 8 . 7 %

A S D  9 . 3 %  2 8 . 6 %

^ C o n s o l i d a t e d  N o r m a l  C o s t  R a t e  P l u s  P a s t  S e r v i c e  R a t e  ( 2 5  y e a r  @  8 . 2 5 % )



A n c h o r a g e  O p p o r t u n i t y

Substitute Pension O b liga tion  D e b t fo r A ll 

o r Part o f  U A A L

S A V I N G S  F V  P V

■  M O A  $ 1 3 4 . 6  m i l  $ 7 1 . 4  m i l

■  A S D  $  7 8 . 3  m i l  $  4 1 . 8  m i l

■  T o t a l  A n c h o r a g e  $  2 1 2 . 9  m i l  $  1 1 3 . 2  m i l

■  R e d u c t i o n  i n  C o n t r i b u t i o n  R a t e  2 . 6 %

S o u r c e :  S e a t t le  N o r t h w e s t  S e c u r i t ie s  R e p o r t ,  J a n u a r y  2 0 0 6 .  A s s u m e s  e n t i r e  U A A L  s u b s t i t u t e d  

w i th  P O B ’s, C O C  6 .1 % ,  P E R S  e a r n i n g s  r a t e  8 .2 5 % ,  a n d  D i s c o u n t  R a te  o f  6 .0 %



C u r r e n t  R is k s

F i n a n c i a l

■  E a r n i n g s  M u s t  E x c e e d  C o s t  o v e r  L i f e  o f  D e b t

■  M a r k e t  T r e n d s

■  R a t i n g s  R i s k

A d m i n i s t r a t i v e

■  A c c o u n t i n g

■  I n v e s t m e n t  M a n a g e m e n t

■  C o s t  A l l o c a t i o n s

■  P l a n  F l e x i b i l i t y

L e g a l

■  S u b j e c t  t o  A p p r o p r i a t i o n

P o l i t i c a l

■  A h e a d  o f  t h e  C u r v e



S u m m a r y

F i n a n c i a l  I m p a c t s  o f  R e c e n t  C h a n g e s  i n  P E R S  

V a l u a t i o n  i s  R e a l ,  S i g n i f i c a n t  a n d  I m m e d i a t e

S u b s t i t u t i o n  o f  L o  w e r  C o s t  P e n s i o n  D e b t  f o r  H i g h e r  

C o s t  U A A L  R e p r e s e n t s  S i g n i f i c a n t  O p p o r t u n i t y  t o  

R e d u c e  R e t i r e m e n t  B e n e f i t  C o s t

A c c e s s  t o  P e n s i o n  D e b t  M a r k e t s  i s  U n c l e a r  a n d  R i s k y  

f o r  I n d i v i d u a l  E m p l o y e r s

S O A  C a n  a n d  S h o u l d  F a c i l i t a t e  A c c e s s  t o  P e n s i o n  

O b l i g a t i o n  f i n a n c i n g  a l t e r n a t i v e s  a n d  h e i p  m i t i g a t e  r i s k s

H B 2 7 8  i s  a  S t e p  i n  t h e  R i g h t  D i r e c t i o n



DEPARTMENT OF REVENUE 
T r e a s u r y  D i v i s i o n

M E M O R A N  O U M  S T A T E  O F  A L A S K A

To: R ep resen ta tiv e  Sescon, C h a ir  Date: Ja n u a ry  24 ,2006
S ta te  A ffairs C o m m itte e

From: G ary  M. B ader
C h ie f In v es tm en t O fficer

U/f j  T elephone: 907-465-4399

Subject: In v es tm en t o f POB P ro ceed s

D u rin g  m y  te s tim o n y  befo re  th e  H o u se  S ta te  A ffairs C o m m ittee  o n  HB 278 y o u  ask ed  
m e th e  likely  in v e stm en t a sse t a llo ca tio n  o f p ro ceed s  from  th e  sa le  o f p en s io n  o b lig a tio n  
b o n d s . Specifically  y o u  q u e s tio n e d  th e  ra tio n a le  o f sell n g  taxab le  b o n d s  a n d  then  
in v e s tin g  th e  p ro cee d s  in  taxab le  b o n d s .

As y o u  a re  a w a re , the  A laska R e tirem en t M an ag em en t B oard (A R ' 1B) is re sp o n sib le  for 
in v e s tin g  the  asse ts  o f the re tire m e n t sy stem . A ny  fu n d s  su b m itte d  to  th e  ARMB, 
re g a rd le ss  o f th e ir source , w ill be in v ested  in acco rd an ce  w ith  th e  A R M B 's in v e stm en t 
po licy . If a la rg e  in jection  o f cash  is rece ived  by  th e  ARMB, th is m ay  ch an g e  th e  risk  o r 
re tu rn  p re fe ren ces  o f the  B oard  a n d  re su lt in the ir c h an g in g  th e  asse t a lloca tion  o f the 
fu n d s  in v ested  in the  p lan . T he so u rce  o f the fu n d s , w h e th e r  th e  resu lt o f a b o n d  
issu an ce  o r from  o th e r  sou rces , is n o t likely  to h a v e  an  im pact o n  th e  a sse t a llocation  
d ec is io n  in a n d  o f  itself. F ixed incom e is c u rre n tly  p a r t  of the  a sse t a llo ca tio n  o f the 
ARM B p lan  asse ts . T he inc lu sion  o f fixed incom e an d  o th e r in v e stm en ts  a llo w s th e  p lan  
to m in im ize  th e  risk  tha t is n e e d e d  to  b e  tak en  for the  re tu rn  expec ted . In o th e r  w o rd s , 
if th e  ARM B chose  no t to  in v e st in fixed incom e the  p lan  w o u ld  likely  n eed  to  tak e  on  
m o re  risk  to  ach iev e  the  A R M B 's ex p ec ted  ra te  of re tu rn .

R eg ard in g  th e  b o n d  in te res t ra te  as a h u rd le  rate: s ince  the  ARMB is n o t issu in g  a b o n d , 
the  in te re s t ra te  o n  the b o n d  w o u ld  h a v e  no  b ea rin g  on  its a sse t a llocation . For the 
is su e r o f  the  b o n d , h o w ev er, th e  ex p ec ted  re tu rn  o f th e  p la n  w o u ld  n eed  to be h ig h e r 
th a n  th e  an tic ip a ted  in te res t ra te  on  th e  b o n d  for th e  issu e r to b en efit from  issu in g  a 
b o n d .

cc: G ail S d iu b e r t ,  C h a ir  ARM B
T om  B outin , R evenue  D e p u ty  C o m m iss io n e r
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F ro m : Brad Fluetsch [bjf@gci.net]

S e n t :  Tuesday, January 17, 2006 8:28 AM

To : Rep. Paul Seaton

S u b je c t :  Pension Bonds

A t ta c h m e n ts :  Bradley J Fluetsch (bjf@gci.net).vcf

Lets say you issue a 20 year bond, and tKen lets say time goes by. In fact lets us say 15 years.

Is it prudent to have a 60/40 asset allocation when you know that money is leaving in 5 years, or 4, C, 2,1? What 
happens if 2001 is twenty years from now?

Bradley J Fluetsch, CFA 
Fluetsch Financial Services, LLC

Ian Laing

i n  ^
- 2 . '

1/17/2006

mailto:bjf@gci.net
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Ian Laing

S u b je c t :

F ro m :
S e n t:

o:

Brad Fluetsch [bjf@gci.net)

Tuesday, January 17, 2006 7:30 AM 

Rep. Paul Seaton 

Persion Bonds

A t ta c h m e n t s :  Bradley J Fluetsch (bjf@gci.net).vcf

I have been thinking about the pension bond issue and this is something I would make those professionals do for 
you as Chairman.

E(r) is the expected return 8.25% with an expected standard deviation of 16%. To achieve that, a 60% stock, 
40% bond portfolio is used

Add pension bonds to the equation where the proceeds are invested 100% into the stock market having no 
defense to your question why would I put proceeds into the bond market and guarantee a loss.

Now remodel the portfolio tc earn 8.25%? You will be surprised at the answers.

Don't re-balance the portfolio and your expected return goes up to over 10% with a standard deviation ballooning 
well over 20%. A pension bond in the portfolio mix acts as a bond allocation reducer to the extent the cash flows 
and interest rates are comparable. Add a pension bond subtract Lehman Aggregate exposure Investment the 
proceeds into the equity market, is going all in, in Texas Hold-em with a pair of 8’s.

One other thought. I just wonder about the decision makers in Alaska. It was bad decisions by the pension board 
that has us in this mess id look at who made the board up? I think there is a law against giving loading pistols 
to children to play with.

Bradley J Fluetsch, CFA  
Fluetsch Financial Services, LLC

1/17/2006

mailto:bjf@gci.net



